Business development model for the China market. by Tsang, Chun Kong Simon. et al.
BUSINESS DEVELOPMENT MODEL FOR 
THE CHINA MARKET 
by 
TSANG CHUN KONG, SIMON & WONG HAK KEUNG，ALBERT 
MBA PROJECT REPORT 
Presented to 
The Graduate School 
In Partial Fulfilment 
of the Requirements for the Degree of 
MASTER OF BUSINESS ADMINISTRATION 
THREE-YEAR MBA PROGRAMME 










































Name: Tsang Chun Kong, Simon 
Wong Hak Keung, Albert 
Degree: Master of Business Administration 
Title of Project: Business Development Model For the China Market 
kju“��-風悉、、 
Dr. Charles F. Steilen 
Date Approved: Jflc '^-] / ^ ^ / 
J 
iii 
TABLE OF CONTENTS 
ACKNOWLEDGEMENT iv 
Chapter 
I. INTRODUCTION 1 
II. METHODOLOGY 6 
III. ISSUES IN DEVELOPING THE CHINA MARKET 12 
Basic Strategic Questions 12 
Market Potential 15 
Culture 25 
Joint Venture Issues 34 
Reaching the Customers 42 
Management 48 
IV. BUSINESSDEVELOPMENT MODEL 51 
V. ANALYSIS OF REAL LIFE SITUATIONS USING THE 
MODEL 56 
Case I SACM 56 
Case II Amoco Chemicals Far East Limited 61 
VI. CONCLUSIONS AND RECOMMENDATIONS 69 
Recommendations for Future Research 71 
APPENDIX 1 Resumes of the Project Writers 73 
APPENDIX 2 Useful Organizations and Contacts 75 




We would like to express our thanks to our colleagues, business friends and company 
executives who have provided us information in developing the set of major issues and 
possible solutions and strategies in tackling the issues. These issues and strategies 
form the basis of the business development model for the China market. 
Our deepest thanks go to our project supervisor, Dr. Charles F. Steilen, who has 
provided ideas, suggestions and constructive criticism which were invaluable to us in 
doing the project and writing the report. 
CHAPTER I 
INTRODUCTION 
Under the leadership of Deng Xiao Peng, China has adopted an open door policy with 
quick steps in economic reform through-out the country. Ever since 1978, China 
began to take up swift paces in developing her economy. The country is now the 
fastest growing economy in the world whereas most well-developed economic giants 
such as the USA, Japan and Europe have been stuck in recessions. With the success of 
Special Economic Zones (SEZ) such as Shenzhen and Xiamen, China is determined to 
open its door even ftirther to encourage the influx of foreign investment. 
China's latest slogan in attracting overseas capital is "Socialist Market Economy". In 
essence, Socialist is meant to be in conflict with market economy, China's changes 
have really attracted a lot of foreign companies to try and share a slice of the pie. One 
of the very basic reasons for this is the mere size of customer base in China. The 1.2 
billion population, though a majority of it is still not as well off, is a huge market from 
whichever point of view. One would have to find a very good reason not to exploit 
the opportunities offered by an open market with such an enormous consumer base 
and promising developing economy. 
Coupled with the open door policy was a series of modernization programs. The 
Great Leap Forward and Cultural Revolution in the 60-70's were killing China's 
scientific, industrial, agricultural and economic growth. The existing modernization 
programs aim at attracting overseas technology to break out of the third world group 
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of countries, into becoming an economic and industrial giant. Therefore, the hunger 
for advanced technology from foreign industrial corporations is obvious. 
If we look at the social aspects of China, we find that Chinese are basically 
consumption oriented. The desire for quality products, or simply the ignorance of 
consumers about famous brand names have made China one of the most prosperous 
places for expensive items such as Giorgio Armani, Hennessy XO, SONY Nicam TV, 
Head & Shoulder's Shampoo or even Goldlion of Hong Kong. In Shanghai, Beijing 
and Guangzhou, one can observe that every shop is crowded with consumers who may 
not have enough money to spend but would definitely be a customer if they can afford 
any of the items. The Chinese Government may be saying "Socialist with Chinese 
Characteristics", but many marketing managers and salesmen believe that China will 
become the biggest market in the world with ’�Capitalist with Capitalist 
Characteristics". 
Undoubtedly China is the place now for every foreign corporation with a desire to 
expand. However, not every overseas corporation rushing into China has met with 
success. It is highly unlikely that these companies have not done any analysis before 
coming into China, or perhaps some of this analysis has not been thorough enough. Or 
perhaps the approach adopted by these companies has not taken the most important 
factor into consideration -- the China element. Everybody complains that it is different 
to develop and manage a business in China. Some say it is difficult, some say it is 
simple, but in fact, it is just different. Thus we may not completely employ the 
conventional marketing wisdom in the context of China where a lot of other elements 
prevail. 
One of the hottest topics for business people in China is the notion of the human 
factor. Part of it relates to the over-emphasis of Guanxi (personal relations) for 
getting around in sales processes, and part of it is the possibility of making use of the 
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seemingly unlimited supply of cheap labor. In addition, many overseas companies face 
the problems of the apparent need for Joint Venture or Technology Transfer when 
trying to start a business in China. Another factor that frustrates most businessmen is 
the political stability of the country. Would she make a U-turn in the one-way traffic 
after the party paramount Deng, who is now 89 years old, says good-bye? Or will 
China be another Russia? These are but a few of the important considerations of 
business development for overseas companies in China. 
As a matter of fact, when facing these problems, the conventional marketing approach, 
going from an analysis of the market to developing a comprehensive marketing 
strategy should be able to embrace these issues if we take a hard look at them. The 
traditional marketing approach is quite complete and is able to explain the steps taken 
by these overseas companies operating in China, whether successful or not. 
Nevertheless, the conventional model, being so complete, might just be the problem we 
have to solve. Perhaps it is too generic. Perhaps it is more descriptive than 
prescriptive in the China context. Perhaps we could find something that is specific to 
this particular market place. 
This project aims at developing a model / framework to which overseas companies can 
make reference when they consider developing business in China. We do not intend to 
overthrow the conventional marketing approach. In fact，this will be the basis of our 
study. Our objective is to find those major issues that are especially important in doing 
business with China, and then have them formulated in a logical manner so as to 
provide certain guidelines to companies before investing. Instead of blindly spending 
heaps of money to try and get a bite of the cake, just because everybody else is doing 
it, these companies should focus on the issues raised in the study and then, hopefully, 
develop the proper direction. We also hope that this study could help some of the 
companies already doing business in China to evaluate their existing strategy, if they 
have one，and perhaps do an evaluation as to how they have been doing or how they 
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could do better. The targeted readers of this project are therefore, overseas company 
executives who have an interest in the China market and Chinese businessmen or 
government officials trying to attract overseas investment. This study, being a 
Marketing with Chinese Characteristics, should provide both Western and Chinese 
insight into the business environment of China. 
A brief outline of the chapters is as follows : 
Chapter 2 : Methodology 
The chapter describes the basic methodology that would be employed in the study. 
The study is based upon views of experienced business people who have successftilly 
or unsuccessfully begun to develop the market. With these interviews, we will present 
various issues that are or will be faced by these enterprises operating in China. These 
issues will then be the building block of a business development model that is suitable 
for China. The model would be used to explain some of the realistic examples that we 
found in China. 
Chapter 3 : Issues in Developing the China Market 
This chapter describes the important issues that were identified during the research/ 
interviews. Different ways that have been used to tackle these issues will be discussed. 
Possible solutions and strategies will be presented. 
Chapter 4 : Business Development Model 
The issues that are presented in Chapter 3 will be grouped together in a logical manner 
with a model would be inferred from this. The model will be a very generalized one. 
The intention is to present a method that any company can use as a general guideline 
or reference when they come into China. 
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Chapter 5 ： Analysis of Real Life Situations Using the Model 
Two companies were selected. The model will be applied to what these companies 
have done. The objective is to find out if the model is able to explain why or why not 
they have been successful. Suggestions will be offered as to how these companies 
could have done better. 
Chapter 6 : Conclusions and Recommendations 
This chapter summarizes what has been done and concludes whether the model is valid 
as a business development method in China. Drawbacks or inadequacies will be 




The objective of the project has been clearly defined in Chapter I, namely to develop a 
framework with which overseas companies can apply to their marketing activities in 
China. The framework will have applications to companies trying to develop China as 
a new market, as well as those who already have developed customer bases in China. 
To this end, the process involved certain company studies, literature reviews, intensive 
discussions and personal experience in the subject. The two writers of the project are 
both experienced marketing personnel in China and both of them have in excess of 10 
year exposures in the China market. Detailed resumes of the writers are given in 
Appendix 1, Together with the experience of the project supervisor who has been in 
the area for more than a decade, we have the basic tools in the development of the 
model. 
Apart from the personal experience of the writers and the project supervisor, a very 
important element in the study was a literature review. There are many books and 
papers recently written on the subject of China business. There are discussions on the 
political, economic and social environment of China, buyer behavior, market potential, 
financial systems, distribution channels, advertising means, cultural issues ... etc. 
These are references that we made use of in order to assist in the project. In addition, 
we reviewed some of the marketing literature that has been written by Chinese 
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academics. These provided us with a view from inside the culture, how they look at 
marketing and how they interpret Western marketing theories. 
Perhaps most important of all are the studies of companies already operating in China. 
In order to be as complete and as comprehensive as possible, we selected corporations 
from various sectors, such as technology intensive industries, consumer products, fast 
moving consumer package goods, property development and investment, import and 
export business, infrastructure construction, banking and financial services, and 
tourism/hotel industries, etc. In order to obtain as much diversification as possible, we 
talked to a number of company executives about various issues they faced doing 
business in China. The following are the questions that were asked : 
1. Why did your company (or your department) start its business in China? 
Was it because of open door policy, tax exemptions, market potential... ? 
2. Does your company have a representative office / HQ for China? 
Where and why? 
Who is managing that office? 
3. Are the political / legal / economic environment factors a consideration or 
problem? 
4. Did your company do any market study before coming into China? 
If so, how was it conducted? On what information was it based, and what was the 
result? 
If not, why China? 
5 . D o you have a target market? 
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If so, how did you choose, based on geographic, demographic or wealth 
consideration? 
If not, where did you start and how? 
6. Have you identified your competitors : local, international and indirect? 
7. Has your company been involved in negotiations with the Chinese? 
What are your comments? Was there any frustration? 
8. Does your company have good relations (Guanxi) with the right authorities? 
9. Does your company sell through distributors? 
If yes, how do you find them? 
If not, how do you sell? 
10. How do you recruit your sales force for China? 
11. How do you do promotion in China? 
12. How do you position your company? 
How do you promote your company image? 
13. Is your company involved in a JV? 
Why - cheap labour, cheap land? 
How did your company locate its partner? 
How does your company manage it? 
Are there any problems? If so, what are they? 
14. Are you involved in technology transfer? 
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Why - import restriction or do you want to help China? 
What are you transferring? 
How did you locate your partner? 
What are their problems? 
15. Do you have a local workforce? 
Is their productivity satisfactory? 
How did you or will you train them? 
These questions were basically the leads to the major issues we wanted to get at. 
There were no limitations to the contents of discussions and they were not intended as 
questionnaire type of interviews. In fact, we discovered that these questions are 
relatively unimportant compared to what we discussed in depth. The following are the 
names of some of the company executives we have formally or casually talked to : 
Name Company Position 
Bob Tan Westinghouse Switchgear & Marketing Manager, S.E. 
Control. Asia 
Stephen Lau Stratus Computer Limited China Sales Manager 
Albert Li Amoco Chemicals Far East Area Sales Manager 
Limited 
D.E. MacDonald Caterpillar (Far East) Managing Director 
Limited 
K.Peter Hammer VULKAN, GmbH Vice President 
Montgomery Ho Hongkong Bank Senior Credit Manager, 
Textiles Division 
Andrew Tung Citibank, N.A. Chief Representative, 
Guangzhou 
Eddie Kwan BP Chemicals Sales Manager 
Sammy Szeto Outboard Marine Corp Asia Market Development 
Manager 
Pertti Hekkala Wartsila Diesel (China) Ltd Managing Director 
Matthew Chan Tektronix Hong Kong Ltd. Operations Manager 
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From interviews, literature studies, and personal experience, we identified a number of 
key issues that are prevalent to developing markets in China. 
A typical marketing approach used by a number of existing companies goes as follows: 
They came into China simply because it is a huge market. After they had decided to 
come in, their sales forecast, and hence resource allocation such as budgeting, would 
be based upon market research done by some other companies which have spent 
perhaps 2 weeks in Shenzhen. Based on this sales forecast, they may set up a 
representative office in Shenzhen, Guangzhou, Shanghai or Beijing, but more often 
than not, Hong Kong, to take care of the sales in China. With this representative office 
set up, there would be salesmen recruited from Hong Kong or overseas to travel in 
China to sell. The representative office may look for a good place to develop 
manufacturing facilities. There really is nothing wrong with the processes, except 
some of the companies might find themselves tangled up with a requirement to set up a 
joint-venture with local state-owned enterprises. They may get stuck with a 
misunderstanding of Chinese consumer behavior, human resources problems, cultural 
differences, currency instability, etc. 
There are many issues surrounding marketing and particularly market development in 
China. Our aim is to develop a set of comprehensive issues, such as real market 
potential, alternative distribution channels, availability of sales force, human resources 
problems, foreign exchange issues, cultural issues, buying habits, financial issues ... etc. 
We will then categorize these issues into logically and functionally related groups. 
Depending on the nature of the issues, the categories would include market 
opportunities, financial considerations, business environment ... etc. From these issues 
or groups of issues, we would develop a model or framework upon which a firm's 
market development activities in China should be based. 
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The framework would then have to be qualified by going back to interviews of 
company executives. This would be a test and verification of whether the model can 
be used as a yardstick to measure the success of the companies trying to develop a 
business in China. There has to be correlation between this framework and success. 
We will have to find out how well the framework applies to real life situations. During 
the process, we will make modifications to the framework. 
Our objective is that by going through this framework / model, a company can make 
not only a decision of whether it should go in or stay out of China, but it can also have 
a better understanding of the problems, obstacles and difficulties it will be facing. The 
model will also provide a foundation for overcoming these problems. 
After all, it is our belief that all companies will encounter problems in doing business in 
China. Those which best manage these problems quite likely will be successful. 
In the next chapter, we will discuss the issues in developing the China market. 
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CHAPTER III 
ISSUES IN DEVELOPING THE CHINA MARKET 
During the interviews with company executives, it was discovered that these foreign 
enterprises have certain strategies in tackling the China market. In general, the 
conventional marketing 4P's approach was adopted when analyzing various elements 
involved. For most of those companies which have been rather successful in China, it 
was noticed that they have a certain understanding of the various unique factors of the 
Chinese culture. They have actually taken into consideration the differences between 
operating in China and managing offices in the U.S. or other countries. 
The companies that we talked to have been selling into China through various channels 
for over 10 years. The issues and problems they faced over the years and possible 
solutions can be summarized as follows : 
Basic Strategic Questions 
The first question to ask is not how big is the market, but perhaps "What does my 
product and/or technology do for China?" Chinese consumers may love Coke, Pepsi, 
and Kentucky Fried Chicken and that is why the companies want to be there. But that 
is not how they got there. They got there because the authorities they had to deal with 
wanted Coke's and Pepsi's water analysis and purification technology and Kentucky 
Colonel's technology for food preparation and preservation. 
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Some corporations have gone into China on the strength of the personality and insights 
of one man. Other companies, such as P&G, have sent platoons of scouts in relay to 
assay the territory. What these two approaches have in common is that they are not 
improvised ~ both fit within the overall strategic plan that the company has laid out for 
international business in general, and China in particular. 
The following questions are those that companies are likely to have asked themselves 
before starting out in China 1 : 
- D o e s China fit into our overall strategic plan, or is the main reason for going simply 
because "everybody" else is doing it"? Do we want to be there simply because we 
don't want to be left out? 
A company must be clear about why it decides to go to China. 
- H a v e we had experience in other parts of Asia or at least in developing countries, 
or will this be our first foray, making the learning curve more challenging? 
- C a n we accept a moderate degree of economic risk and a fairly high degree of 
political risk? Are we comfortable enough to operate in an atmosphere of 
bureaucratic regulations, uncertain policies, and chronic lack of money? And in a 
place where the track record of foreign involvement is just being built? 
- M u s t this business show results within the first few quarters? Must there be a 
return on investment target that is etched in stone? Or are we willing to look o i ^ 
broader measures of performance such as new sourcing, larger marketing network, 
1 Keijzer，Arne J. De. China Business Strategies for the '90s. Berkeley，California: Pacific View 
Press, 1992, p. 169-170. 
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better competitive position, or greater market share? 
- C a n we commit the staff and other resources to the China project for as long as is 
reasonably necessary? Are these available and if not, is it viable to hire the required 
expertise, either directly or in a consulting capacity? Will the effort have visible and 
consistent high-level support? Is there one person in the company who can be 
identified with our China effort over time? 
- Is the company philosophy, or that of the people who may be assigned to China, 
one of "It'll be done this way, or it won't be done at all"? Or can there be creativity 
and flexibility as long as the overall objectives are being met? 
- Will the form of business under consideration be at least somewhat familiar, or will 
the company have to pioneer a whole new way of doing business, either for itself 
or for the Chinese? 
These questions ~ and their answers - will take on a different emphasis for different 
kinds of business, of course. 
Small and medium-sized companies trying to trade with China may have to focus much 
more directly on the bottom line - which doesn't mean they shouldn't be in China. 
Experience shows such companies do well in China, and may sometimes even have an 
edge over their bigger brethren in that they likely to have simpler management 
structures (faster decision-making), greater flexibility (when the Chinese change 
course, they can do so quickly), and a more personal touch (highly regarded in China). 
Those investing in China -- which includes small companies as well as some of the 
biggest and most powerful companies in the world -- have to adjust their sights to 
more long-term goals. For example, many of the companies successful in China 
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mention the word "collaboration" as often as "bottom line." In other words, they have 
a high level of commitment to the process that allows them to become insiders over 
time. 
To this end, what counts in China may be less on the size or type of business than the 
ability to accurately evaluate the market potential and make the necessary commitment 
in time, people, and money. Before going any fiirther into considering the various 
issues that an international corporation may face in the China market, these basic 
strategic questions have to be considered. In our business development model, these 
basic strategic questions are actually put on top of everything else. In fact, if a 
company does not have answers or is not ready to answer any of these questions, it 
would be really a waste of time and money to study various other issues, because these 
strategic questions are simply the fundamental backbone of whether or not the 
company is ready to tackle the market. 
Assuming that these Basic Strategic Questions have been thoroughly considered, an 
international corporation would now be ready to study the various other important 
issues that they might face in China. 
Market Potential 
There is this story of a shoe-maker's sons doing a market study in Africa. The elder 
one declares it is a waste of time in places where nobody needs shoes, while the 
younger, not-so-experienced son claims a huge potential to be cultivated. Overseas 
enterprises coming into China are facing exactly the same dilemma as the shoe-maker. 
As China has been behind a closed curtain for so long, there are a lot of Western 
products that Chinese have not tried yet. As a result, overseas companies get excited 
about the opportunities offered by a huge country. 
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China is the world's third largest country, larger than the United States in land area. 
The eastern seaboard is twice as long as that of the United States. Well over 90 
percent of the population of almost 1,200 million live in the Eastern third of the 
country. Vast areas of Western China are either desert or mountains, and are very 
sparsely populated. Although the situation is changing, over 80 percent of Chinese are 
still living off farming. Thus, what most Western businessmen see in the urban and 
industrialized areas is only a part of the overall picture. The mere size of the 
population is attractive, but care must be taken when looking at these figures. 
Market research : Because of the deceiving population size, a properly performed 
market research is necessary before committing to the China market. A number of 
Western companies came into China at an early stage without a study or research on 
the market. They were successful probably because they were there early enough to 
find that all they have to do is to visit some important people in Beijing regularly to get 
some sizable orders. However, recent experience suggests that it is mandatory to find 
out at least whether your products would be needed in China. If so, to what extent? If 
not, perhaps you have to create the need. The notion of the latent need can really 
work. One would not imagine the Hamburger being popular when Chinese cuisine has 
been world famous; but, just look at the success of McDonald's in Beijing, Guangzhou 
and Shanghai. Another example is the use of shampoo. Chinese have tradition herbal 
material to wash hair, which is proclaimed to be more effective than Western shampoo, 
but just look at the success of Procter and Gamble. There are often many successful 
examples such as insurance companies, Goldlion ties, Coca-cola ... etc. Even earth-
moving machines, or weight-lifting cranes were not needed as they have enough 
manpower to do the work. Therefore, needs can be created, but it would be much 
better if you know beforehand what is the real market demand and what is the 
createable market demand. 
Collection of data : In doing market research, there are companies who did the 
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research for themselves, by putting a number of executives in Beijing or Hong Kong to 
collect data. Others rely on consulting firms to provide data and advice as to the 
market situation. There really is nothing wrong with either method. It all depends on 
the scale and budget. The only real issue here is how well one could trust any of the 
data collected. China has been changing so fast that any data collected at any time 
would be outdated. More importantly, most of the data can be controlled by the 
central government as a means of propaganda to reinforce their authoritarianism 
sovereignty. However, it is really not as bad as it may sound. We believe that we 
could trust the order of magnitude of these figures, but bear in mind there could be 
large variations. The confidence levels simply have to be set higher. Here are some 
sources of valuable data : China Statistical Bureau; Chinese Customs Bureau Statistics; 
Ministry of Foreign Economic Relations & Trade; China Statistical Yearbook. There 
are also a number of useful organizations and contacts that can help (see Appendix 2). 
Where to start : China has such a huge area, it could be hard to decide where to start. 
Most companies choose Beijing, Guangdong or Shanghai as their first step into China. 
It all depends on the target market and strategies of the individual companies, but these 
are probably the places with the best logistics, infra-structure and economic well-being. 
We have done an analysis of various provinces in China and we first ranked all the 
provinces into 3 categories of "Richness", a notion that can be reflected by GDP, 
income per capita, or other subjective statistical figures as such : 
a. Poor: Yunan, Tibet, Xinjiang, Inner Mongolia, Guangxi, Henan, Jiangxi, 
Hunan, Guizhou, Heilongjiang, Qinghai, Anhui, Shanxi，Gansu, Jilin, 
Ninxia 
b. Moderate: Fujian, Liaoning, Sichuan, Shangdong, Hainan, Zhejiang, Hebei，Hubei 
18 
c. Rich: Guangdong, Jiangsu, Beijing, Shanghai, Tianjin 
We believe it is not a good idea for any company to start in the poor provinces. It is 
rather unlikely that these provinces would have the financial capability from within the 
provinces or even from central government aids, now or in the near future, to build up 
their infra-structure. Therefore, we would eliminate these outright, unless, of course a 
company's products or services are directed specifically at these backward locations. 
The "Rich" provinces or cities should be quite well-known to most Western 
businessmen, they have the best (though not necessarily good) infra-structure and best 
economic situation. All of them, except Beijing, are coastal provinces with deep water 
ports. 
Beijing : The capital city where all the major government offices can be found. It 
is almost a must to have someone in Beijing only to do the lobbying 
around various Bureaus to establish and maintain Guanxi. In general, 
citizens of Beijing are rather well off and they are the people who meet 
the most foreigners. As such they are more ready to accept Western 
products or services. 
Shanghai : The financial center, and major import / export transit for most part of 
China. Also the major fashion and textile producer. Shanghai has a 
long history of dealing with westerners and people from the city are 
always the front runner in trying out new things. Citizens are efficient, 
practical and very financially oriented. It is China's policy to build up 
Shanghai to catch up with Hong Kong and develop it as the financial 
center of China, and even the financial center of the Far East in the 
near future. 
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Guangdong ： Next door to Hong Kong. A great deal of investment rushed into the 
SEZ (Special Economic Zone) of Shenzhen. Guangdong is probably 
the fastest growing economy in China, creating a number of millionaires 
overnight. The people's mentality are rather different from that found in 
the north. They are straight-forward, efficient and money oriented. The 
major problems, apart from serious corruption, is the inadequacy of 
infra-structure. In addition, it takes at least one year to get a telephone 
line installed. Also, most industrial areas are handicapped by frequent (2 
days out of a week) power black-outs, and serious traffic jams in 
Guangzhou city but it is still an ideal place to look for opportunities. 
Jiangsu : Province on the east coast embracing Shanghai. Actually very similar 
to Shanghai, in culture and language. It is very similar to Guangdong in 
economic development. Only difference is the lack of a major city 
where focus can be placed. Suzhou, the capital city, has been behind 
Shanghai by quite a big step. Its neighboring city, Wuxi, is the city in 
China with the largest GDP growth per capita in 1992 and 1993. With 
the development of Shanghai, Jiangsu should be following in the foot 
steps of Guangdong. 
Tianjin : A major port in the north-eastern part of China. It is the transit point 
for this part of the country. Its proximity to natural resources found in 
areas such as Shangdong, Shanxi and the northeast provinces give 
Tianjin the distinct advantage of operating many heavy industries, such 
as mining, oil exploration/refinery, shipbuilding ... etc. 
These "Rich" provinces or special administration cities should be well-known to 
Western businessmen, either from books or studies they have read before. We think, 
however, that the "Moderate" provinces could be even more interesting because they 
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are relatively un-exploited and thus, plenty of opportunities await. 
Fujian : A province with proximity, geographic and family ties with Taiwan. It 
has a lot of potential for fixture growth because of access to the coast-
line for import-export. Also, the connection with other Chinese 
communities in South East Asia can be an important potential for 
growth. 
Liaoning : Has been developing quickly as a coastal area with major port at 
Dalian. It is a most important gate-way to the northeast's 3 provinces. 
There had been obvious competition recently with southern coastal 
areas, and these people are determined to succeed. 
Sichuan : The most populated province in China. The rural population is also the 
largest. The Sichuan people are known to be aggressive and they really 
want to standout amongst non-coastal provinces. There are also many 
family connections with Taiwan, and with the party leaders of 
Communist China. 
Shangdong: Another coastal province. Although growth had not been significant 
over the past decade, there is plenty of potential and a great deal of 
natural resources such as iron, coal and oil. Plenty of potential for 
future growth is expected. 
Hubei: Hubei's capital city, Wuhan, is at the middle of the Yangtze River. As a 
matter of fact, Hubei is at the center of China and really a center for 
communication and transportation for the rest of China. Its position on 
the Yangtze River makes it a most important area for inland 
transportation. The Three-Gorges Dam (San Sha) project on the 
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Yangtze River is going to attract a lot of investment from overseas into 
Wuhan. 
Hainan : This island has been changed to a province too quickly but the infra-
stmcture had not been able to catch up even after struggling for years. 
For instance, electricity has been sold at sky high prices, up to RMB 
2.30 per unit (compared with RMB 0.6 in Guangdong). Hainan is 
really a rural province which we believe will not offer much potential 
for the next 5 years. 
Hebei : Its position in the mid-range is quite marginal. Hebei is quite a poor 
province and its wealth mainly came from its position relative to Beijing 
and Tianjin. And this geographical factor might well be a hindrance to 
its fiiture growth because development might just be focused on the 
major cities with Hebei being forgotten. 
Zhejiang : A good coastal province and its position in the mid-range is also 
marginal, but at the other end. It can possibly be classified as a "Rich" 
one. Actually, the Zhejiang province has been trying to go along with 
Shanghai and Jiangsu in order to become one of the major powers in 
the coastal area, but it success has not been obvious. In conclusion, 
Zhejiang probably has all the disadvantages of a "Rich" province while 
its potential for growth is very minimal. 
There are opportunities offered by all these provinces, however, it all depends on the 
nature of one's business. This sector will now provide some insights into the logistical 
aspects of doing business in China. 
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Target Market : As pointed out by many experienced businessmen, it is almost 
impossible to set out without a direction. The presentation above of where to start 
should help in deciding, geographically, where is the best place to begin. However, 
each product or service should have a targeted group of customers. China is such a 
big area with such a large population that it is almost mandatory to look for a specific 
market, otherwise all the efforts might just be wasted. This is not, however, an issue 
that is unique to China. The only unique aspect is perhaps the large disparity between 
the wealthy urban consumers and the poor farming population, making it even more 
mandatory to find target markets. Another point worth noting is that most major 
decisions are made by a few people sitting in the offices of various Bureaus in Beijing. 
Therefore, for major projects, it would be much more effective if you could maintain 
good relations with a few people in the SPC (State Planning Committee). 
Purchasing power : Large as it may seem, population figures alone can be misleading. 
As described above, a majority of the population is still struggling to survive. When it 
comes to marketing consumer products, this can be a major problem. A lot of Western 
products or services are desired, but not too many people can afford to pay. A 
McDonald's hamburger and a Coke that cost a total of US$ 2 -, or a pair Nike 
sneakers that costs US$ 40.- might not be a lot of money by Western standards, but 
this could mean a lot for a well-paid engineer who earns no more than US$ 70 per 
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month. Tasting a cheese burger can be a major event for the month and buying a Nike 
would be an important decision for the year. As a result, apart from choosing the right 
target market and creating latent needs, it would be extremely important to find 
alternatives. There are basically two things a company can play with in this case : 
product and price. One of the ways that many overseas enterprises adopted was to 
scale down the product features. The basic functions of the products are unchanged. 
Only some of the fancy adds-on that are needed in the Western world are eliminated. 
For the lack of a better word, this is called "Tailor-made" for China. After all, the 
Chinese consumer would not know what would these products be like in the Western 
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world. Another way of managing the product is to localize the manufacturing, making 
use of the cheaper land, labor and material to eventually reduce the final production 
cost. Alternatively, many foreign companies adopt different pricing policies Given 
the same cost structure, they have to live on slimmer margins, in order to get a portion 
of the market share. The objectives of these companies are either getting the volume 
to hold the bottom line profit, or competing with competitors, local and international 
on the basis of a price advantage or at worst, price parity. 
Investment environment: Many overseas enterprises find it risky to invest in China, but 
a lot of them are still coming in. This may be the case of a love-hate affair. The 
opportunities offered by the population, labor, natural resources, and government 
policies can be rather encouraging, but we believe that it is necessary to consider the 
following issues before a final decision is made. 
- T h e government policy on tax holiday can be a good incentive, but is the three year 
tax free all that a company requires? 
- Infra-s t ructure : accounting, transportation, telecommunication are not anywhere 
close to being well-developed. This can be a hindrance to efficient business 
operation. 
- T r a d e and investment priorities : is one's business in the priority list of the 
government. It helps if it is so. 
_ Legal system : Note that the Chinese legal system is under a completely different 
rationale than the Western system. Legal protection, especially that on intellectual 
property rights, may not be enough. 
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- E n f o r c e m e n t of a contract : There are concerns from Western businessmen that 
written contracts can sometimes be interpreted differently. In fact, there are cases 
where the Chinese may honor more words of promises than written contracts. We 
would elaborate this point in a later section, but you may find yourself in a situation 
where you do not feel secure. 
-Poli t ical situation : Under Deng, China has not undergone abrupt changes in policy, 
particularly those pertaining to business practices. However, past history tells that 
nothing is forever and Deng is now 89. We do not believe that it is possible to turn 
back in the open door policy, but for a really major investment, some kind of 
insurance or assurance may be necessary. 
Competition : Competition exists everywhere in the world and China is no different. In 
this arena, you have not only international competitors that have stepped in before you 
did, but also many local competitors that are offering products at much lower prices. 
To fight with the competitors, international companies should know better how to do 
various analyses. However, to fight with the local competition can sometimes be very 
difficult. International manufacturers are facing unbelievable price parity much of the 
time, because China's State Owned Enterprises receive government subsidies. This is a 
legacy of the planned economy. It is true that there are differences in product features, 
and selling skills can sometimes overcome the price difference, but if the price 
difference is as big as 2-fold, or sometimes 10-fold, there is not much the salesmen can 
do. Many companies can get around this by using international aids, such as 
governmental loans that specify using certain countries' products or services. Other 
companies come in with financing to help the customers who long for imported 
products. However, by far the most effective and welcomed method would perhaps be 
teaming up with your local competitors. We would explore this strategy in a latter 
section as the setting up of joint ventures can be a very useful tool in penetrating the 
market. 
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The market potential for many companies offered by China is undoubtedly enormous, 
but no businessmen can afford to have an ambivalent attitude about various issues 
surrounding the opportunities. If we take a hard look at the various statistical data, 
there really are not many existing customers of imported products or services. 
Therefore, it may be necessary to do something that is completely different from what 
has been done in other countries. Thus, one would have to cultivate or create the 
market for one's products or services. 
Culture 
Perhaps the most unique factor in dealing with Chinese is the strong culture. This often 
shows up as a major influence in business dealings. Despite the variety in climate and 
geography, the Chinese people are predominantly of Han descent. Although China 
was invaded and conquered first by the Mongols and then by the Manchus, these 
conquering tribes adapted to Chinese tradition and became absorbed in Chinese 
society. In addition, China has an uninterrupted history reaching back before the 
Greek gave birth to Western civilization. The sayings of Confticius (who lived in 
550BC) are still frequently quoted in modern China. 
For centuries, China was the greatest power in the world with unsurpassed scientific 
and artistic achievements. Richly endowed with natural resources, the Chinese felt 
little inclination to trade with foreign powers. A natural tendency to isolation, 
combined with frustrations resulting from subsequent exploitation, has therefore made 
Chinese very suspicious of foreign involvement. 
Family ties and a close-knit peasant society have lent value to personal relationships. 
Where there is not enough food to eat, not enough room on the bus or not enough 
steel for the factory, personal relations are vital. 
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There are many aspects to the roots of strong Chinese culture, but there are a number 
of important issues related to business dealing : 
Relationship : Guanxi’ as it is pronounced in Mandarin language, is the asset value of 
personal relationships built up from family, village, schoolmates and so on. 
Maintaining and developing these relationships is an important activity for Chinese and 
foreigners alike. The endless banquets are a symptom of the willingness of the Chinese 
to spend time on social events as a prelude to doing business together. Having the 
right Guanxi with the right people can be a vital determinant to business success. It 
can mean getting access to information otherwise not obtainable; ease in negotiation; 
shortening the selling process or even selling at higher prices; sometimes lower import 
tax, quicker customs clearance and a lot of convenience; and many other good things 
foreigners could not imagine. Relations building is not a unique aspect in Chinese 
business. Salesmen in the Western world also spend most of their time entertaining 
their major accounts. It is such a dominant issue in China mainly because Chinese 
often extend their social influence into their business dealings. Often times, this 
personal influence is abused, even by government officials, to an extent that Western 
businessmen might find it frustrating to deal with. On the other hand, the logistics of 
China present such a big problem that it is often hard enough to get from one place to 
another, let alone getting to the people with the needs of your products or services. As 
a result, knowing the right people who have the network of acquaintances can be of 
extreme importance to business success. 
When managing relationships, many companies believe that it is a critical factor to 
recruit a proper sales team. It is important for the sales force to have a network of 
Guanxi, which helps to bring in inquiries, and to close deals. However, it could be 
equally important to make sure that these people do not abuse their relationship. In 
the long run, honesty counts much more. Many foreign enterprises recruit their 
salesmen from Hong Kong, but more and more sales people are being recruited, 
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trained and developed in the Mainland. The major requirements for being a salesman 
in China are the ability to get around the Chinese society, understanding of the Chinese 
and Western thinking, and a network ofGuanxi. 
There are, however, other means that foreign companies can use to establish their 
relationships. One of the most effective ways is to make use of the customer. Some 
companies employ retired customer executives to act as representatives in strategic 
locations. Some companies pay their customers, without employing them, directly and 
use them as informers. These customers are often more than happy to cooperate with 
foreign companies resulting in mutual benefits. Nothing illegal here, but it has to be 
managed with extra care. One would be amazed at the value added by these people. 
More than anything else, they can provide a great deal of information. They can also 
help with negotiations, and they can help you close a deal behind closed doors. 
With the lack of a proper sales force or usable customers, some new comers to the 
market would find it valuable to set up a network of middlemen. These are small 
entrepreneurs from Hong Kong, Taiwan, Singapore or the Mainland. They may not be 
in the same business as you, but they certainly are experienced traders in China. They 
know a lot of people in China, and some of them can get around various government 
offices in Beijing. They would be able to get you the coordinates of a opportunity but 
they will not be able to help you with the negotiation or be able to close a deal. The 
cost on these middlemen is primarily a finder's fee or commission which has to be 
agreed beforehand. Some companies even go as far as to develop some of these 
middlemen into agents, dealers or distributors. Their value should not be overlooked. 
When dealing with customers directly, maintaining proper Guanxi, to many sales and 
marketing managers, can be a critical success factor. Like it or not, the banquets and 
hard liquor sessions are inevitable. Almost every sales manager in China has the 
experience of signing big contracts at the dinner table when he is half intoxicated. 
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Chinese take these banquets and their drinking very seriously. When you are invited, 
they take it as a means of going further with your friendship. Strange as it may sound, 
friendship is an important element in Chinese business. Conversely, extending your 
gratitude or showing a readiness to build a friendship is also useful. This may often 
mean banquets and gifts. However, perhaps the most effective and welcomed 
entertainment of all is an overseas trip. It is hard enough for an ordinary Chinese to 
obtain a passport. If one could arrange an overseas trip, under the name of inspection, 
factory visit, technical training, cultural interflow, or whatever, one can create a major 
event for your customer, and thus fiirther develop the relationship. 
Much time has been spent on this Guanxi issue simply because it is such an important 
aspect in Chinese business, perhaps even over-emphasized. An understanding of the 
culture, and proper management of relations, without exploiting them, are the keys to 
the matter. Again, honesty counts. 
Consumer behavior : The recent boom in the Chinese consumer market, especially in 
Shanghai and Guangzhou, has been a major opportunity for some large corporations. 
The most important issue is perhaps the understanding of the basic buying motives. 
The rapid economic growth in recent years has led to large increases in the household 
incomes. There are, however, very limited outlets for these large amounts of cash. 
There are very limited investment channels. The stock market and property markets 
are immature, and the banking systems are inefficient. Savings in banks cannot be 
guaranteed to be withdrawn at all times. Some people actually keep a lot of cash at 
home. There is also the factor of high inflation. Many people have the concept that 
one dollar today will be worth less than one dollar tomorrow. As a result, many 
people spend everything they earn to get the best value now. 
The basic motives for consumption is explained above, but there are many other 
cultural elements affecting consumer behavior. A key factor is the concept of brand 
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name consciousness. China has been closed for hundreds of years and people did not 
have the chance to try foreign goods. Even with the open door policy, the chance to 
see and own a foreign product has been rather limited until recently. In most cases, 
only local goods were available. People have heard about the good quality of foreign 
goods, and the wish to own them has developed from within. The consciousness of 
the brand name is, therefore, rooted in Chinese consumers. Without exercising much 
care or understanding in the real quality, they will buy a product if it is a famous brand. 
There is also this general conception, or blind misconception, that local Chinese goods 
are always inferior. It is quite true that fashion, led by the Western world, is always 
behind in China. As a result, if a company comes in as an internationally acclaimed 
brand name, these products will be desired and they will be able to command a high 
price. A very good example is Goldlion from Hong Kong. They position themselves 
as a world famous brand, and they are sold at very high price. Goldlion is now 
regarded as the best men's wear accessories in Shanghai. 
When it comes to the concept of "value for money", we must admit that the general 
consumer does not know much about it. Being brand name oriented, they would buy a 
famous product without carefully considering the price performance ratio. They would 
not know if the product they bought would be worth the money they paid for. If a 
non-genuine product is advertised aggressively in order to create the brand name 
image, they will purchase it. 
An important cultural element in consumer behavior is the notion of reciprocity and 
face. Reciprocity of actions (favor, hatred, reward and punishment) among human 
beings is taken for granted by Chinese as a cause and effect relation. Therefore, when 
a Chinese acts，he normally expects a response of appropriate magnitude, be given in 
return. On the other hand, "face" has higher significance among Chinese than any 
other cultures. This is a major mechanism governing social relationship and providing 
the strongest social sanction. Gaining and giving face needs to be viewed within the 
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context of particular relationships. Face is only likely to be gained if one behaves in a 
manner appropriate to the situation and the status of the person one is interacting with. 
Therefore, Chinese customers will be happy to purchase again in a place where the 
salesmen can recognize them and give them the prestige and face. Price and quality 
only come second. The implication here is that if the sales persons give face to their 
customers by offering very good and personalized services, then by reciprocity, the 
customers would give face to the sales persons by giving preferential considerations. 
As explained before, Chinese are very relationship oriented. Gift giving is one way by 
which Chinese build up their relationships with friends. The gift must also be 
expensive enough to reflect the status of receivers and givers while the intrinsic quality 
of the gift is of secondary importance. Products that are for social use must therefore 
have a good package. Prestige and brand names are the main selection criteria. 
Customers are willing to pay higher prices for goods launched by well-know firms or 
countries. 
Relationship orientation stems from group orientation. Compared with the Western 
counterpart, Chinese are strongly collective. Informal channels of communications 
such as word-of-mouth are important in promoting the products or services. 
Furthermore, due to the high contact rate of Chinese, the diffusion rate of product or 
service is high and results can be quick. In addition, they tend to buy the same brand 
which is used by other group members. 
The above mentioned Chinese consumer behavior suggests that famous brand names 
do attract spending. For lack of a better word, ignorance could be an aspect that 
foreign enterprises could exploit in getting their products sold. Alternatively, a 
company can spend time and money in educating their customers to recognize the real 
value and quality. 
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Negotiation practice^ : foreign businessmen often find it frustrating to be alone at one 
end of the negotiation table facing fifteen to twenty Chinese counterparts. 
Negotiations, as such, could go on for days and days, and the same issues keep coming 
back up just when they thought they had been concluded. Chinese like to solve 
problems through discussions and negotiations. It is also a culture that will try its best 
to avoid conflict and confrontation. As a result, almost every office and hotel in China 
will have a room reserved solely for negotiation purposes. The set up is almost 
invariably a long oval table with sofas behind chairs. Overseas businessmen will be 
invited to sit on one side of the longer length. Sofas behind are either for observers or 
junior officers. These can also be places where secret talks go on, and these can be the 
more important part of the negotiation. For a better understanding of the negotiation 
process, we will summarize a number of techniques commonly practiced by the 
Chinese. 
- K e e p the foreigner off guard : This may mean letting him struggle with the logistics 
of coming into China, getting to the hotel and coming to find the negotiation room. 
Chinese will try to be in control of foreigners as soon as, or even before, he arrives. 
- G e t to know the foreign companies and its negotiation team, and exploit 
contradictions : They would get into details of background information and make 
use of some of the contradiction among individual team members. 
- E s t a b l i s h principles first, worry about details later : One will often hear your 
Chinese counterpart saying this. However, more often than not, it is they who get 
into minute, sometimes trivial, details. All of a sudden, they would then claim that 
2 Keijzer, Arne J. De. rhina Business Strategies for the '90s. Berkeley, California: Pacific View 
Press, 1992, p.222-224. 
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the negotiation should go back to principles. This can confuse the foreigners. 
- B e welcoming, use the pressure of time : Almost invariably, every time a foreign 
company arrives, the Chinese counter-part would suggest that they should take a 
rest first. This is a show of welcome. However, most overseas businessmen are in 
a hurry. When they show their impatience with regard to wasting of time, the 
pressure of time begins to work against the foreigners. A technique often used is 
to repeat the same issue over and over again, asking for more clarifications and 
securities. These foreigners might just be impatient enough to give up more than 
they intend to, simply to avoid the endless discussions, and ultimately get on the 
plane in order to get back home on time. 
- D r i v e a hard bargain : Chinese often asks for special bargains that would definitely 
end in a win-lose situation. The negotiator on the table would always say that 
there are things that he could not control, such as somebody higher in the hierarchy 
is giving him pressure to ask for large discount, when actually he is in complete 
control. If you do not want to succumb to this, perhaps you could drive your own 
hard bargain and let's go into a lose-lose situation. 
- D o n ' t forget the end game : Chinese negotiators would try to keep you in endless 
discussion of trivial details, but in actual fact they would not give up a deal because 
of small unclarified details. Therefore, when it gets close to an agreement, insist on 
signing a draft and clarify the details later on. 
- A signed contract doesn't mean a settled deal: We do not mean to say that Chinese 
do not honor their signed contracts, but there are many cases where you may be 
signing 3 or 4 "drafts" before the final contract comes in. Even a signed contract 
might need further negotiations, at least to keep the friendship and cooperation 
going. A signed contract can be revoked, it all depends on your or their 
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interpretation of the terms. However, words of honor count much more than a 
signed contract. If you get the top officials to promise in front of his subordinates, 
you can be sure that your deal is secured. 
- N o direct confrontation : it is a Chinese culture that confrontation is not desirable. 
They would always show signs of "Friendship and cooperation". Overseas 
businessmen would be treated as "old friends" on their second visit to China. 
Chinese believes that all problems can be solved by friendly talks, and that it 
matters more to lose a friend than to lose a deal. 
Understanding of Chinese negotiation style is of utmost importance. You feel that you 
are being manipulated, but bear in mind you are dealing in a different culture. The best 
suggestion we could provide is to be extremely understanding, patient and don't ever 
lose your temper. With this attitude in mind, you still have to have a very clear 
objective of what you want to accomplish in the meeting, and an absolutely clear mind 
of your own bottom line. 
Human factor : Another major element in Chinese culture is the difference in 
management style. Due to the communist system, motivation to people is of a 
completely different nature to the western world. If you have to manage a joint 
venture or if you need certain information from your customers, you might find 
Chinese efficiency or productivity frustrating. Reading newspapers during office hours 
is an acceptable norm because at the time of radical communist, Xue Xi, or learning 
from the party, is a must and is more important than productivity. Motivation for 
Chinese to reach the productivity, efficiency or business attitude of the Western world 
has yet to be cultivated. 
There are many cultural elements that are unique to the Chinese community, some of 
them stem from the thousands of years of trading practices, some of them are results of 
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recent Socialist mentality. Chinese are known to have an extremely strong culture and 
it is difficult, if not impossible, to change how people think. Therefore, your best bet is 
to understand them and come in with a gesture not to tell them what to do, but to help 
them with your expertise. 
Joint Venture Issues 
However successful with their import sales, many foreign enterprises often find it 
necessary to go into some kind of Joint Venture arrangement with their Chinese 
counter-parts. Part of the reason is that a country as large as China would not allow a 
foreign manufacturer to import its product indefinitely. It is only reasonable to request 
them to produce locally. This is actually to the mutual benefit of all parties concerned. 
The overseas company can localize their products and get a better share of the market 
while the Chinese side can enjoy lower priced but higher valued products and, at the 
same time, absorb advance technology and management skills. However, it is often 
frustrating to find the right partner in a JV, let alone managing it. There are a number 
of important issues that need to be considered before going into serious agreement 
with the Chinese counterpart. 
Why : There are many reasons why a foreign enterprises would like to go into a JV 
with the Chinese. One of the most popular reasons is that they are forced to do so, 
due to various import restrictions. Their products are usually too expensive to import 
because of customs and taxation. Perhaps this is the most negative way of looking at 
JV in China. However, there are other ingredients to a successful JV that could end up 
in win-win situation. 
Of course, a Joint Venture would open the door to market access for the foreign 
corporations. JV's can enjoy many benefits and priorities from various government 
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departments. There are tax holidays to enjoy and preferential treatment from the 
customs, resulting in significant cost savings. This is not all. You will be allowed 
access to the immense supply of cheap labor, cheap land and cheap material. As 
described before, the population is 1,200 million with a majority of them still living 
below poverty. Most of these people long for a job in the city and a pay of 10 
Renminbi (about US$ 1.12) per day would be a major incentive for these people to 
work hard. An hour's minimum wage of an U.S. unskilled worker should be enough to 
pay a Chinese worker for more than 5 days. The productivity may not be comparable, 
but it is still a very attractive situation, however you look at it. Vast land is another 
consideration. With the exception of some major cities where the property market 
bubble is in the making, a lot of the land in China is still under-utilized. This is one of 
the major reasons why so many Hong Kong and Taiwan factories have moved into 
Shenzhen and Xiamen, to get away from the sky rocketing property prices. Raw 
material may not be the major consideration but the abundance in natural resources has 
attracted many foreign enterprises. All these factors considered, setting up a JV in 
China can mean enormous cost savings. 
From another angle, the Chinese central government has shown that they encourage 
overseas investments and skills. Financial investment is needed by China to build up 
their economy while management skills and advanced technology are much needed to 
revive their backward State-owned enterprises. If foreign companies demonstrate their 
commitment to China, as reciprocity, these companies will be given face and 
preferential treatment. 
Mp^ na gement problem : One of the questions in an Equity Joint Ventures is that of who 
is in charge. When it comes to important decisions, the one with the majority share 
holding would take charge. However, this also depends on how one evaluates the 
assets. More often than not, the Chinese partner in a JV usually provides land as their 
share of assets on the balance sheet. The value of these assets should be clearly 
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defined to avoid dispute, bear in mind the accounting system of China is far from being 
complete. 
Disputes of this nature are not uncommon. Another example is the frustration faced 
when managing local Chinese personnel. As described before, the work ethic or 
attitude of Chinese workers are not the same as that in the Western World. Training 
and development are needed to show your commitment to the JV and to make better 
use of the workforce that you are given. 
Foreign exchange problems : Before 1994, the RMB was still not convertible to 
foreign currencies. What you earn in RMB cannot be converted and brought overseas, 
and has to be spent locally. With the entry into GATT, China is in a hurry to cut off 
this trade barrier. This should mean more flexibility in dealing with local and foreign 
currencies. However, this flexibility can also mean volatility in the currency. The 
RMB has demonstrated large fluctuations in the past years when the central 
government released their controls. This resulted in a series of austerity programs, a 
recent one in 1993. The risk factor of running a JV in China has to be carefully 
evaluated. 
Critical success factors : In managing a JV, there are a number of critical issues to 
consider such as finding the right partner, building up mutual trust and adopting a 
flexible management system. 
- F i n d i n g the right partner : As a first step, finding the right partner is the 
determinant of future success. Many companies simply cooperate with their local 
competitors. By doing so, they could avoid the direct fierce competition. A good 
example is the famous Beijing Jeep Joint Venture. The American Cherokee had 
been trying to get into the China market but in vain. Eventually they came into a 
Joint Venture with Beijing Jeep which was the main manufacturer of military jeeps. 
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Nowadays, almost all the jeeps running in Beijing and most parts of China bear the 
name Cherokee Beijing Jeep. A very similar example is the JV between 
Volkswagen and Shanghai Motors Works. They created the Shanghai Santana, 
which is now used as private car and taxi extensively throughout the country. 
In finding the right partners, State-owned enterprises are often the inevitable 
choices. Many of them have been in the red since day one. With the policy of a 
market economy, these enterprises, probably for the first time, are trying to become 
profitable. Many of them are hungry for foreign investment and technology. 
These enterprises may be equipped with many large machines, the legacy of a 
planned economy and the great leap forward mentality. These fixed assets are 
simply improperly utilized or not utilized at all. There are thousands of these 
State-owned enterprises. An overseas corporation might be able to find a partner 
with the right kind of equipment and labor resources which they can make use of. 
- B u i l d up mutual trust, share information, pressures and solutions with the Chinese 
managers : In JV's, it is a normal practice to put both an expatriate and local 
management team. Part of the reason, apart from sharing the responsibility, is to 
train the local management. A lot of the time expatriate managers would get rather 
disturbed by the low performance standard of their Chinese counter-part. On the 
other hand, the Chinese managers may compare the take home salary they get with 
what the expatriates receives in remuneration. If such a case of mistrust develops, 
it could be detrimental to the overall performance of the JV. An understanding 
from the expatriate and training for the locals should therefore be necessary. One 
of the best means is to motive the local managers by sharing vital information, 
work pressure and solutions with them. This is not only a job enrichment exercise, 
but also a giving of face. It is also important that trust be developed amongst co-
operating partners to get the job done. A JV's overall effectiveness can be 
measured by how systematically and thoughtfully the parties share perspectives, 
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assumptions, and goals through active joint decision-making. 
- K e e p expatriate managers at the JV for an extended stint, preferably 3 to 5 years: 
A continuation of control is important to keep the established policy going. 
Expatriate managers are useful in setting up operation policies in developing 
management guidelines and in training the local staff up to the international 
standards. The relative rapid turnover of expatriates often allows the Chinese side 
greater control over a JV's operation as their managers serve longer. In order to 
keep the expatriate managers in the position longer, companies need to ensure that 
extended overseas service will not affect career prospects of these managers. 
- D o not have a rigid corporate plan for the JV : Foreign managers with simpler and 
more general goals feel better equipped to take advantage of the PRC's unusual 
operating environment. This flexibility is especially important when realizing the 
Chinese goals may differ widely from the US corporate goals. Bear in mind we are 
operating in the middle of two different cultures. Acceptance and understanding 
are the most important elements to successful co-operation. 
- S o l v e problems informally and try to avoid litigation : Litigation in China brings 
uncertain results. It would only bring in further mistrust and lose faces. Finding an 
informal way, influential means to salvage something from a deal that went awry is 
preferred. This may mean going to negotiations or personal discussions to find a 
way by which both parties could get the most out of the problem. Or simply 
asking both parties to put on each others' shoes, and perhaps go one step 
backwards to find a solution. 
_ Adopt an operating philosophy unique to your JV and the situation : When using a 
Chinese style, foreign managers are often less satisfied with results and Chinese 
managers feel they do not gain expertise from their counterpart. Adopting a purely 
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Western model breeds resentment and discouragement on both sides due to its 
incompatibility with Chinese reality. Using a operating philosophy that is unique to 
the JV and situation would bring in mutual understanding and probably a corporate 
(or JV) image that the employees can be proud of. 
- U s e creativity to deal with excess staffing : The typical Chinese mentality is to have 
as many hands as possible. Partly because there are too many mouths to feed and 
partly because of the Great Leap Forward legacy in which Mao said, "Things get 
done better with more people". After all, China has never been industrialized in 
their production or scientific in their management. A lot of the JV's found 
themselves having to face this overstaffing problems. Initiating new negotiation 
with the Chinese partner to resolve the overstaffing problem often forces the 
foreign partner to give up authority in another area. It is therefore necessary to 
exercise some creativity to deal with the problem. Some JV's use only the most 
productive workers and simply pay unneeded workers not to show up. While this 
may seem a waste, it gives a clear illustration to the Chinese partner of just how 
much excess staffing cost the JV. It can also act as incentives to productive 
workers, by giving out handsome bonuses. 
Technology Transfer : This is a different form of Joint Venture in which a large 
variation of their formats can be found. In its essence, it is not an Equity Joint 
Venture, simply a technology or manufacturing JV. The need for technology and 
know-how is probably the most important impetus behind China's open door policy. 
China needs technology to renovate her antiquated industries, to improve economic 
efficiency and to strengthen national defense. Since China has not succeeded in 
developing her own technology, she is eager to use foreign sources. 
Technology transfer can take many forms, one of them is to transfer the complete 
manufacturing plant with its technology into China. It is very much like setting up 
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Equity Joint Venture except that the overseas partners may not have so much stake in 
the venture. In cases like this, the overseas partners would sell the plants to the 
Chinese in a package that include setting up the plant, and providing technical training 
to the operating staff. The overseas partner would usually provide advisors in the 
plant for a certain period of time until the transfer is complete and operational. 
The three letter word SKD and CKD are often used by Chinese manufacturers in 
negotiating Technology Transfer. SKD stands for Semi Knock Down and CKD 
Complete Knock Down. One of the many ways to manage a Technology Transfer is 
to sell to the local manufacturers a whole set of parts, while the assembly would be 
done by the local partner. By doing so, the foreign partner would make the spare parts 
sales while the local partner would have a foreign technology to sell in the local 
market. However, a lot of the overseas companies doing technology transfer would 
not allow the local manufacturers to use their original names. For instance, Caterpillar 
has a technology transfer agreement with Liu Zhou Tractors Factory to manufacture 
the Caterpillar D6D tractor. These are outdated models but still the tractors would not 
be called D6D. Although it looks exactly the same as a Caterpillar machine, nowhere 
on the tractor can one find the name of Caterpillar. From the overseas corporations' 
perspectives, this is a good deal in which they could get some sales of spare parts while 
not giving up the most modern technology. At the same time, their products, with or 
without their names on it, can be sold in China. This is a good alternative. From the 
Chinese point of view, this is a chance in which they get to know the Western 
technology, although they know that the technology they are being given is not the 
most up-to-date. After all, in any negotiation for Technology Transfer, there is almost 
invariably a requirement for personnel training and development, both technical and 
managerial. 
Transfers of this nature can sometimes take a slightly different form and can be called 
license manufacturing and co-production. The major difference is the commitment of 
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the foreign enterprises. 
When faced with a need for technology transfer, there are a few issues that are worth 
noting : 
- B e very careful when you are transferring a outdated technology. Try to aim at 
win-win solution of genuine technology transfer, instead of the win-lose technology 
dump. In the long run, nobody gains. 
- M u c h concern about technology transfer is the fear of future competition. It may 
be necessary to carefiilly calculate how long it takes the Chinese to learn and use 
the technology, by which time, would this technology still be competitive? 
- I t is often useful to make concessions on technology which do not damage your 
firm's competitive position, since concessions can have a surprisingly beneficial 
effect on the atmosphere of the negotiations. 
- R e m e m b e r that technology does not come with the equipment only. Human and 
physical inputs are needed to make it work. Therefore, be prepared for substantial 
training. Foreign travel is most welcomed, so budget for some of the training to be 
done overseas. 
Joint Ventures and Technology Transfer are such important issues recently that many 
corporations find themselves looking for a JV without having a good knowledge of 
how it should be managed, while at the same time every Chinese State-owned 
Enterprise is asking for Technology Transfer with every overseas enterprise they meet 
with. We believe the most important element of all to the success of JV or Technology 
Transfer is to have a clear understanding of why it should be done, and to take up an 
attitude of coming in to help China develop, not to exploit the ignorance. 
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Reaching The Customers 
China is a vast country, with total land area of almost ten million square kilometers and 
population over 1,200 million. The population is so wide spread that it is hard enough 
to know one's co-ordinates within China, let alone selling something to an unknown 
customer or even send a message across the country. Someone with a good product 
to offer will have to find the right channel to sell it to the person who needs it. Often 
times he may have to make use of guanxi to get the contact in order to get close to the 
end users, or he may have to find someone having the guanxi to do the sales for him. 
However, before that he would also need to send the message across to the possible 
customers that his product is useful for them. Basically, the problem of setting up a 
distribution network, developing a sales force, creating an image and promotional 
activities can be a major concern for overseas enterprises coming into China. 
Distribution network : China has never been known to have an efficient distribution 
system. For those newcomers to China, it might be difficult to find the right 
distributors for their products. This is not to say that there is not enough retail space 
available, but only that the existing system would not encourage small entrepreneurial 
activities. There are entrepreneurs who would like to start their own small business as 
distributors for big corporations, but they lack the financial strength to do so. After 
all, most of the people work for the government and the concept of "eating from the 
same rice bowl" is still dominant in most people's thinking. It is perhaps too risky to 
set up their own shops to do the distribution for large corporations. Therefore, the 
suppliers may in fact need to consider helping their distributors in certain financial 
aspects of the business. 
As mentioned before, there are many State-owned Enterprises wanting to become 
profitable. Most, if not all, of them are manned by a large number of employees, who 
are ready to help you sell your products if given the right kind of training and 
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development. They may not be the most effective sales people by Western standards, 
but they will likely have a good network of acquaintance around the country. 
Sometimes, these can even be your local competitors. 
Another form of distribution that is of utmost importance to industrial product sales is 
the use of middle-men. As we have discussed in a previous section, a middle-man can 
be simply a person with a lot of contacts in the country, or with good influence 
amongst the government officials. A middle-man can even be a company doing an 
entirely different business from the product that he helps you sell. These middle-man 
companies typically are doing their own business. However they may happen to come 
to know of a certain project that may need a certain industrial product. The 
compensation they ask for can vary from half a percent up to 10 - 15% of the total 
contract value. Their functions may be as insignificant as finding the co-ordinates of 
the project, or simply an influencer of purchasing decisions, or they can even perform 
an important fiinction such as financial syndication. This is an important factor not to 
be overlooked. There is no limitation as to what type of persons or companies can be 
middle-men. We have seen trading companies selling herbal medicines assisting in a 
major power generation project. One must therefore exercise creativity in looking for 
these useful people. They can be Chinese from the mainland, Taiwan, Hong Kong, 
Singapore or overseas. Their only qualification is to have contacts and the ability to 
move around China. 
Sales force : A lot of foreign companies coming to China would bring with them an 
International Sales Director and recruit a number of sales managers from Hong Kong. 
The value of Hong Kong people is primarily an understanding of the Chinese and 
Western culture. Most of them have the right relationships with customers to give 
them the leading edges. This is of interest because it reflects a sales force selection 
criteria in general by most overseas enterprises. It is still not a very popular belief that 
an overseas enterprise can actually recruit salesmen from mainland China. We could 
44 
summarize a number of basic qualities that foreign companies need to look for in 
finding salesmen in China : 
- L o c a t i o n : typically a salesman has to live closed to the customers. Not next door, 
but at least not half way around the globe so that the salesmen can get to the 
customers in a relatively short time. In that respect the city has to have convenient 
logistics and a well set-up infrastructure. 
-Relat ionship: A notion mentioned often in this paper. Without over-emphasizing 
its importance, we believe that an experienced sales manager who can get around 
in the Chinese society can be very useful. He or she does not have to know 
everybody in China, but he or she certainly has to know someone who can get the 
contacts. Having strong connections and Guanxi with the important decision 
makers is a very useful asset, but care must be taken not to let the salesmen abuse 
it. Strong connections with the customers can become an effective negotiation 
tool for the salesmen. There have been cases in which the customers move 
together with the sales team to the competitors. Guanxi can be a valuable 
intangible asset to look for and to build up, but just like any valuable asset, it 
should be properly controlled. 
_ Level of contact: depending on the type of products to sell, the salesmen may have 
to deal from top down or bottom up approaches. There are products or services 
requiring decisions from the top government officials. In cases like this, a Hong 
Kong or mainland Chinese may not be better than a foreigner. On the other hand, 
if the products or services require getting down to the typical consumers, someone 
with the personal skills would be desired. 
_ Bridge : The salesmen should be able to act as a bridge between Chinese and 
Western cultures. Understanding of Western management style, Chinese consumer 
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behavior and negotiation techniques should be important qualifications. This 
would also mean an ability to handle both the Chinese and English language. A lot 
of the time, these salesmen will have to act as interpreters to make sure that there 
is no undue misunderstanding. 
- Selling skills : This is a skill often overlooked. A lot of the salesmen working in 
China are selling their products because there is no direct substitution. However, 
every time a deal is lost, the complaint would almost invariably be, "Our price is 
way higher than the local products, it is impossible to fight with them". This kind 
of excuse is usually unfounded because import and local products do not compete 
on the same ground. The problem lies in the lack of thorough analysis of what the 
customers really want. They do not understand the customers and their needs well 
enough. In general, selling skills among Chinese often means describing the best 
features about a product, giving out a well calculated price and then waiting to see 
if an order comes in. Selling to a customer's need has never been part of Chinese 
business practice. 
- P r o d u c t knowledge : Perhaps too much emphasis has been put on product 
knowledge while too little is put on selling skills. After seeing a couple of 
customer's technical meetings in which one or two salesmen were surrounded by 
10 - 15 Chinese senior engineers, the Sales Directors would believe that knowing 
their product well is of utmost importance. We do not disagree that product 
knowledge is important , but equal priority should be given to selling skills 
development and product knowledge. No salesmen can surpass the engineers in 
knowing the products. Product knowledge can be learned in a relatively short 
time, but selling skill is a quality that take years to develop. 
_ Motivation : The sales force should be motivated enough to get out and sell the 
company's products. In fact, these people should be at least "motivatable". If the 
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incentive system of a country is so under-developed that nothing really moves a 
person, it is useless to expend time and effort in developing them. 
There are many elements to the selection of a proper sales force. A lot of the qualities 
required point their figures at Hong Kong Chinese, and this is exactly why so many 
foreign enterprises set up their China operation offices in Hong Kong, making use of 
the available sales professionals. However, as time changes, the value of Hong Kong 
people can be surpassed by local mainland Chinese. The younger generation would 
have the language skills, would be motivated enough to work in international 
enterprises, and possess all the other factors to make them successftil China trade 
salesmen. Therefore, the value of Hong Kong people will slowly fade out and be 
replaced by the young and upcoming Chinese executives. 
Promotion : Promotion of products can be used for a variety or reasons, and a firm 
needs to establish their own clear strategy before actually launching a campaign. In 
China, there are perhaps three major reasons for doing promotions in China : building 
brands; using promotional activities for public relations and information purposes; 
targeting specific consumer or industrial groups. 
As explained in a previous section, the typical Chinese consumers are very brand 
conscious. If a certain brand is believed to be famous and internationally acclaimed, it 
sells. Advertising here can play a very important role in building up the image. A 
number of foreign firms have been rather successful in building their brand loyalty and 
high awareness. This was very costly when purchasing power was still low, but the 
brand integrity and standing have now resulted in these products enjoying a dominant 
position in their markets. Two typical examples of well built brand names are Goldlion 
and Sony. Goldlion is widely regarded as the best men's wear accessories along with 
Pierre Cardin and Giorgio Armani, while Sony NICAM TV is a much desired item in 
Guangzhou and Shanghai. (Note that there is no NICAM broadcast in China) 
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TV advertising can play a very important role in brand building. Almost every 
household in major cities would have at least one TV. The CCTV (China Central 
Television), which covers the whole of China, is probably the best media for 
advertising. However, two things may be worth noting when advertising on Chinese 
TV. Firstly, advertisement on TV come in batches, they do not come out in the middle 
of a program. Normally, there is a special period in which all TV advertisements come 
out in sequence for about 15 minutes, after which the program goes on for another one 
or two hours without a break. As a result, your message may not be able to get to the 
consumers because they come out in the middle of a whole set of other ads that may 
have been going on for 5 - 1 0 minutes. Secondly, the quality of TV ads in China is still 
rather low. Many of the ads are completely descriptive only to spell out what those 
products are and where to buy them. What this means to the foreign firms would be to 
find a right advertising agent that could make your ad different. It would also mean 
that it is not so difficult, at least not yet, to make an ad stand out from the crowd. 
Apart from TV advertising, there are other means by which a message can be brought 
to the consumers. A tool often used by foreign firms is trade fairs. The closed door 
and tremendous growth in consumer goods consumption has left the Chinese public 
with a great thirst for information on a wide range of products. There are hundreds of 
exhibitions and trade fairs being held in Shanghai, Beijing and Guangzhou every year. 
Every fair would be crowded with Chinese consumers. Although the messages that 
these fair send out are obtainable from advertising, the consumers would feel much 
more comfortable seeing the real thing and actually touching it. Therefore, this type of 
exhibition and trade fairs is extremely popular. 
Newspapers and magazines can also be a useful means to advertise. It is a Chinese 
tradition to read a lot, to the extent that reading newspaper during working hours is an 
acceptable norm. Therefore, advertising in newspapers or magazines can get your 
messages to the consumer effectively. However, care must be exercised in choosing 
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the right media. There are well over 1,500 different newspapers being published and 
well over 200 million copies are being circulated everyday. There are also more than 
5,000 different kinds of magazines and periodicals in China. It is possible and 
mandatory to do a detailed segmentation to find out how a foreign firm can get to their 
target customers effectively. 
Management 
To manage a China marketing organization, it does take a unique approach. As we 
have described, managing a business in the midst of the strong Chinese culture is not as 
straight forward as one might believe. There may be Joint Ventures, a local work 
force or local manufacturing facilities to manage. And there are government officials 
to entertain, local customers to deal with and middlemen and agents to control. This 
may not be completely different from managing a business in Indonesia or Abudabi, 
only that each country has her unique factors to deal with and China has many. 
HQ ： Many overseas corporations have set up their China headquarters in Hong Kong 
or Beijing, to make use of the infrastructure and proximity to decision makers. 
However, there are also head offices in Singapore or even Taipei. All they have in 
China is a representative office or even a representative working out of his home in 
Shanghai with a fax machine. Apart from getting close to the customers, the 
placement of the head office is a demonstration to the Chinese of a commitment to the 
country. The head office can be an important reference or advertising tool to the 
target customers. Many expatriates find it difficult to live in China due to the 
inadequacy of infrastructure and unfamiliar environment. As a result, they prefer to 
live in Hong Kong or Singapore which they believe are more "civilized". However, 
with the development of China, this will no longer be true in the near future. As a 
matter of fact, many overseas companies are moving their head offices from Hong 
49 
Kong into China, either to Beijing or Shanghai. This is a reasonable thing to do as 
there is nowhere better than China for China business. 
Chief Executives : Most of the early comers to the China market would look for a 
American born Chinese to run the China business. This was a natural thing to do 
because these were the people who seemed to have an understanding of the Chinese 
and Western cultures. These Chinese Americans were gradually promoted to head the 
China operation. This was an accepted way to go but many new comers now are using 
foreigners as the chief executives of their China operation. Most of these people have 
a very good understanding of the Chinese culture and a lot of them can speak the 
language. Being able to speak the language can bring along a lot of goodwill because 
the Chinese believe that their language is the most difficult to learn in the world, and 
that if a foreigner can speak fluent mandarin, he must be very determined to come into 
China. Moreover, when dealing with important government officials or when closing 
big business deals, a Caucasian can be rather helpful. We believe that there really is no 
big difference between a foreigner and a Chinese when managing a business. The most 
important issue here is an understanding of Chinese culture and Western management 
style. It would even be better if the person is able to find a balance between the two. 
Supporting : After sales service has been a major issue for most industrial product 
manufacturers and customers. Any machine can fail and after sales service is needed. 
In a vast country such as China, it is hard enough to manage a sale, let alone servicing 
it. Delivering spare parts in the shortest amount of time is difficult to manage. For 
instance, Caterpillar is able to guarantee 24 hour delivery of any spare parts any where 
within the U.S. However, they could not guarantee even 3 days because a customer in 
Xinjiang might have to wait two to three days before there is a flight from Beijing. 
Running a successful service network can bring in a lot of success, and conversely an 
improperly managed after-sales service can be detrimental to the company's sales 
effort. As a result, many foreign enterprises set up strategic alliances with local 
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Chinese in servicing their customers. One of the best things to do is to set up bonded 
warehouses in strategic and convenient locations. These bonded warehouses would 
hold most of the spare parts duty free. The tax will be paid only when the parts are 
withdrawn, while tax would be waived if it is a warranty repair. Many companies also 
set up service networks with local engineering companies to provide immediate 
warranty services. An example of this is Hewlett Packard, which teamed up with a 
transportation company to handle their warranty issues. Other companies might prefer 
to invest in the supporting system all by themselves. One of the reasons for Sony's 
success is that they have set up many repair depots around the country. Apart from 
giving Sony customers the quick response they need, the move intends to build up an 
image of unsurpassed service. 
We have discussed the key issues in this chapter. In the next chapter, we will try to 
develop the model based on these issues. 
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CHAPTER IV 
BUSINESS DEVELOPMENT MODEL 
In Chapter III, we have described in detail the key issues that we identified during the 
research / interviews. Different approaches that have been used to address these issues. 
Some possible solutions and strategies were suggested as well. 
The issues which we have identified were grouped together and presented in a logical 
manner. We can now develop a model from those issues. The model will be primarily a 
very generalized one. The intention is to present a method that any company can use a 
general guideline or reference when they come into China to do businesses. 
In the interviews, we also asked the executives whether they had any planning or 
decision model before they attempt to penetrate a new market. Some of them pointed 
out that they will consider the various issues and see whether those issues can be 
solved or not before they make the "go" decision. This seems to be a fairly logical and 
systematic way. In developing the model, two criteria were used. First, it must be easy 
to follow. And second, it must be comprehensive. The model is in the form of a block 
diagram as shown in Fig. 4.1. 
The Model 
With the systems approach in mind, let's look at the processes that comprise the 
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Business Development Model. 
1. A company must first determine whether it is ready to make the necessary 
commitments in time, people and money as one must take a long term view in 
China business. One may need to continue to invest without any return for 5 years. 
Questions which help to determine this attitude have been discussed in Chapter III 
and are listed again below: 
- D o e s China fit into our overall strategic plan, or is the main reason for going 
simply because "everybody" else is doing it"? Do we want to be there simply 
because we don't want to be left out? 
A company must be clear about why it decides to go to China. 
- H a v e we had experience in other parts of Asia or at least in developing 
countries, or will this be our first foray, making the learning curve more 
challenging? 
- C a n we accept a moderate degree of economic risk and a fairly high degree of 
political risk? Are we comfortable enough to operate in an atmosphere of 
bureaucratic regulations, uncertain policies, and chronic lack of money? And in 
a place where the track record of foreign involvement is just being built? 
_ Must this business show results within the first few quarters? Must there be a 
return on investment target that is etched in stone? Or are we willing to look at 
broader measures of performance such as new sourcing, larger marketing 
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- C a n we commit the staff and other resources to China project for as long as 
reasonably necessary? Are these available and if not, is it viable to hire the 
required expertise, either directly or in a consulting capacity? Will the effort 
have visible and consistent high-level support? Is there one person in the 
company who can be identified with our China effort over time? 
- I s the company philosophy, or that of the people who may be assigned to 
China, one of "It'll be done this way, or it won't be done at all"? Or can there be 
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creativity and flexibility as long as the overall objectives are being met? 
- Will the form of business under consideration be at least somewhat familiar, or 
will the company have to pioneer a whole new way of doing business, either for 
itself or for the Chinese? 
2. Once the company is in the "ready" mode, she would need to spend more time to 
evaluate the issues which it will face when she actually "go" into China. 
The company must try to determine the "real" potential of its products/service. A 
market research is recommended especially when a large sum of money will be 
invested. This will need to identify such things as: 
- " R e a l " market demand and "creatable" market demand 
-Pu rchas ing power of the target market 
- Inves tmen t environment 
- Competition 
3 The unique aspect of the Chinese culture needs to be noted. Issues such as 
relationship, Chinese consumer behavior, negotiation practice, and human factors 
have to be noted. 
4. The company needs to consider whether it will set up joint venture in the near 
future. Issues need to be considered include: 
- W h y a JV? 
- P o t e n t i a l management problem 
- F o r e i g n exchange problems 
- C r i t i c a l success factors 
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-Poss ib i l i ty of technology transfer 
5. The company needs to consider how its products/service reach its customers. 
Issues include: 
-Dis t r ibut ion network 
- Sales force qualifications and motivation 
- P r o m o t i o n 
6. Management is also an important issue. One needs to decide where is the 
headquarters to be and who will be the chief executive, etc. 
After considering the above issues, if the factors appear to be possible or favorable, the 
company can make a "go" decision. Then the target market, objectives and strategies 
can be derived using the 4P's marketing system such as the one from Dr. Charles F. 
Steilen. This was used as the basis for the class in Marketing Management. The model 
is shown in Appendix 3. 
Two companies will now be selected. The model will be applied to what these 
companies have done. The objective is to find out if this model is able to explain why 
or why not they have been successM 
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CHAPTER V 
ANALYSIS OF REAL LIFE SITUATIONS USING THE MODEL 
In order to verify the validity of the model developed, we have identified a number of 
cases on select overseas enterprises operating in China. These case studies were 
selected so that they represent at least one success story and one failure (or not-so-
successful) case. These examples are not meant to be model for success or failure. 
They simply are chosen so that we could apply the model to explain their results. 
Case I SACM 
The first case that we have chosen is a European company that started its business in 
China in 1991 but, had not been met with much success up to 1993. The company in 
question is called SACM from France. Its business area is the manufacturing of diesel 
engines from 300kW - 3000kW. Perhaps unknown to most people in the Far East, this 
company has been extremely successful in the 70,s and 80's, especially in the French 
speaking countries in Africa and a major part of Europe. SACM's major strength is the 
applications of diesel engines in emergency electricity generation (especially nuclear 
power plants), battle tanks, navy ships and railway. In 1993, they had 1,200 
employees in France and their sales revenue in 1990 and 1991 was FRF 900m and 
1,165m, respectively. Marketing and sales in Europe and overseas are done through 
subsidiaries. No distributor was involved and no foreign manufacturing has been 
established. 
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After successfully getting a handsome sale to the Daya Bay Nuclear Power Plant, 
SACM decided that they should do more in China in order to get other sectors of the 
market. As a result, a sales subsidiary was set up in Hong Kong in 1991. However, 
up to this date, this company has sold no more than 10 sets of diesel engines into 
China. In fact, SACM manufactures good products, which is why they are qualified to 
develop nuclear power plants. They have done most of the important things that are 
required in a conventional marketing model. However, there are a lot of other things 
than just good products and conventional marketing wisdom that are important to 
marketing in China. We also discovered that SACM had taken the path very similar to 
most other companies that had succeeded in China, and that they have taken into 
considerations most of the issues in our model, with a number of exceptions. When we 
look into the company in detail, given the model we have developed, we discovered 
that there are a number of things that SACM has not done according to what we have 
recommended. These might be due to a lack of a strategic plan, or an inflexibility of 
company policy. We will look at each part of the model to explain the problems that 
might have caused the failure. 
Basic Strategic Questions 
It looks as though SACM has decided to get into the China market simply because 
many of their competitors have already done so. For instance, Cummins, Caterpillar, 
Volvo, Mitsubishi and Daihatsu had been established in the country for a number of 
years. These companies had met with some success in recent years because the 
economic boom in China had brought along with it problems of inadequate infra-
structure. The diesel engines from these manufacturers were accepted as a means for 
emergency electricity supply. SACM products are, in many respects，similar if not 
identical to those that had been sold in China. As a result, the potential seems to be 
huge, and it is inevitable that they should go in and share a slice of the pie. It looked 
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as if their products should be accepted just as they were accepted in other countries. 
However, SACM had not been able to find out what was its competitive edge, and 
what their technology can do for the country. We are not suggesting coming into 
China just to share a part of the market is not the right thing to do, but we believe that 
it requires long term planning and serious commitment, instead of a hit-and-run 
attitude. 
In the issue of political stability, SACM met with certain obstacles in 1992 when they 
were dealing in a major nuclear power plant project. At the time, the French 
government had decided to sell a number of Mirage fighter planes to Taiwan. The 
Chinese were quick to hit back, especially with high exposure deals as the nuclear 
power projects. SACM was immediately kicked out of the picture, although they were 
the best supplier in the deal. This political tug-of-war between the PRC and France 
had been going on until only recently, and French businesses in general, and SACM in 
particular, were suffering from "special" treatment like these in a number of large 
projects. This had been disastrous to the company. Had it not been for this particular 
unfavorable factor, SACM could have been involved in a number of major deals and 
their situation would not have been so bad. This may not happen to every foreign 
enterprise everyday, but this could be an important killing at the wrong time. Chinese 
are particularly sensitive to political issues. Though Chinese officials always publicize 
separating politics from business, they are the ones that care most about politics. They 
do mix politics with business. This might not be a common incident, but certainly an 
important issue to consider. 
Market Potential 
Before SACM came into China, they had not done any market research. A number of 
Hong Kong Chinese were employed as sales people who take care of direct sales and 
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marketing studies. Some kind of market study was made by these people and a full 
scale market study of medium sized diesel engines was done in 1993 by a consultant in 
Europe. This particular market study was not done primarily in the context of China, 
but the global market in general. As a result, a lot of local factors of the China market 
had not been taken into consideration, such as the strength and pricing level of 
competition, the real market demand, logistics of the country and the preference of the 
customers. As such the SACM engines were selling at 50% above market price, the 
market potential under-estimated, products were sold directly from subsidiaries instead 
of through distributors and the engines were over-designed. Though they have taken a 
number of target markets to start with, they have not been able to give the customers 
what they wanted and what they could afford to pay for. The attitude was that what 
can be sold in Europe and Africa should have a market in China, but in fact, every 
market is different. It is perhaps easier to say than to do, but it only makes sense : 
make what you can sell, not sell what you can make. It always pays to understand 
your customers more, in how to get to them, what they want, and what they can afford 
to pay. 
Joint-Venture Issues 
When starting to operate a sales organization in China, SACM had been approached by 
a number of local manufacturers in hope of setting up a joint-venture, co-production or 
technology transfer with SACM. However, they were turned down until late 1993 
when they started to look for local partners. Such type of co-operation with local 
enterprises had not been practiced before by SACM in any part of the world and they 
did not see a need for it. For the competitors, they all had at least one local 
manufacturing operation. As such, they received preferences from the government 
bodies, because, more than anything else, it was a sign of commitment to the country. 
On the other hand, by getting into local manufacturing, the competitors had been able 
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to sell some of their products at a much lower cost, increasing their sales volume, 
which, in turn, enhanced their image among customers. When SACM finally realized 
that they should do something about this issue, they set out to look for technology 
transfer in 1993, and they chose an obsolete product (model name UD45). It was not 
a model that was necessarily outdated, but the company had decided to stop 
manufacturing it in 1994. This kind of attitude had not been particularly helpful in 
seeking a partner. This particular model had been used in a number of French railways 
and been imported into China some 20 years ago through a major government deal. 
The Chinese knew about the model and they believed that it was a good product 20 
years ago. Without a well-set plan as to how this technology transfer should be done 
in the long run, it would be extremely hard to find a partner locally. When looking for 
local partners in a JV or technology transfer, it is mandatory that the foreign firms have 
a very clear understanding of what their technology can do for China, what they want 
to find in a local partner, and how the cooperation should be carried out. It does not 
help to do it simply because everybody else is doing it. 
Reaching The Customers 
One of the things that we found out from SACM was that they had been relying on a 
direct sales strategy, until late 1993 when they made a sharp turn in their method of 
doing business in China. SACM had been successful in Europe and Africa where they 
did all contracts through direct customer contacts, partly because most of the deals 
were done through government contracts and partly because they were well known to 
most of the customers in the areas. As mentioned China is different. The country is 
large, logistics are difficult and the infrastructure is inadequate. As such, direct sales is 
probably not the best way to go. It might be the perfect means to chase multi-million 
dollar projects, but it is perhaps not ideal when you are looking at contracts that are 
mostly less than US$ 100,000. After all, it is almost impossible to get to every 
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potential customer in a country as large as China. Therefore, all their competitors 
were making use of distributors, agents or middle-men in selling their products. 
S ACM had not been excited with the idea of using a mediator in any sale, which is why 
they have missed out on a number of smaller deals, and they had not been able to 
obtain as much market information as they would liked to. They had finally come to 
realize the value offered by these middle-men or distributors and they have set out to 
look for capable ones. 
From this case, we believe that the fundamental problem is a basic lack of 
understanding of the market. China was taken as just another market in which SACM 
could excel in, like any other countries in Europe and Africa. However, they have lost 
sight of the various particular elements pertaining to the local situation. It looks as if 
SACM has learned from the past few years of painful experience and they have 
embarked on a more realistic approach. Our recommendation, without going into any 
of the internal policy of the company, is to have a more realistic approach to 
understand the China market situation, to get to know more about their customers and 
their competitors in the China context, to look for a justified objectives for a JV or 
Technology Transfer, to search for an effective partner, to develop distributors or 
agents who can add a lot of value to both SACM and their customers, and last but not 
least, to have a more long term commitment to the country. Basically, by going 
through the issues presented in our model, they would find out exactly what went 
wrong and what could be done to reverse the adverse situation. 
r A S E II Amoco Chemicals Far East Limited 
In Feb., 94, we interviewed Mr. George E. Tacquard, Vice President of Marketing and 
Sales of Amoco Chemicals Far East Limited, to learn from him the success factors and 
how well their strategies and tactics fit into our model. Amoco Chemicals invests and 
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operates worldwide for long-term, profitable growth in the chemical and related 
industries. They are among the largest US chemical companies in terms of sales. 
Amoco's Hong Kong office looks after the business in Asia (from Pakistan to China, 
Japan, Far East and Australia). This office has been set up for well over ten years. 
According to Mr. Tacquard, Amoco has been extremely satisfied with their 
performance in China. One of their products, Fiber and Film Intermediates, was 
ranked in 1993 as the second largest US export to China. 
Basic Strategic Questions 
China has attracted the attention of Amoco basically because of the huge potential. 
However it is not only that. The growth into China has fit into their overall strategic 
plan. Being strong in most of the products that they sell in other parts of the world, 
Amoco believed that their products would find a place in the China market. At the 
same time, the products and technology would certainly help the country in improving 
the quality of other products. Amoco is a multi-national corporation with lots of 
experience developing business in other countries. China is primarily a part of the 
overall plan to grow into the region. 
When developing their business in China, Amoco admitted that they may be involved 
in a certain degree of economic or political risks. These factors had been taken into 
consideration in every deal they made. As a result, the price that they sell at in China is 
generally higher than in other countries, and they always demand L.C. sight. 
Basically, Amoco has a rather long term vision of the China market and they are not 
the hit-and-run type of company. As a part of their overall strategy, Amoco is 
committed to a number of venture developments and they are ready to commit their 
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resources to the success in China. 
Market potential 
Before 1971, Amoco had been doing extensive research of the market in the area. 
Amoco had two persons in the country, well before the existing office was being set 
up, to collect data and to carry out the market study. Before committing their 
resources to China, they had found out what are the possible applications of their 
products, the existing suppliers. One of the major considerations that they face is in 
the area of logistics. They need to find out where to import, how the importation can 
be done, and who would be the possible consumers. They have also decided if they 
should sell direct or through other distributors, and if their real potential customers 
would be government bodies or private customers. In other words, Amoco has 
already got a very clear picture of what they can and will do before they actually come 
into China. 
In deciding where to start, Amoco was looking at the areas where importation would 
not be a serious problem. Also, the ability to pay for their products at a premium was 
an important consideration. As a result, they have picked the coastal areas or those 
places where inland water transportation can reach. These provinces or cities are also 
much stronger in financial positions. They believe that it is unrealistic to go 
everywhere without a focused effort. They had only very few customers when they 
started. When choosing the target market, apart from geographical locations, they 
have picked a number of target industries. Scale of the possible sale is a major factor, 
and the readiness to accept a certain premium for better products would be another. 
Not only do they choose certain areas to sell to, they even limit the types of products 
that they sell. Therefore, they have a good idea of what they have to do and what they 
could get out of the market when they commit their resources to it. 
In the issue of competition, Amoco believes that there are not really many direct 
64 
competitors from the local manufacturers. However, the country had been using other 
indirect substitutes. Amoco had to do a lot of customer education to really get them to 
buy their products. Right now, there are local and import competitors of similar 
products in the country. However, in total, the availability of such chemicals is far 
short of the real demand. As a result, Amoco could command a certain premium in 
their pricing and competition is not really a serious threat. 
Culture 
In general, we discovered that Amoco, as a result of years of marketing and selling in 
China, has a very good understanding of the cultural elements of the country. The 
notion of Guanxi and consumer behavior is not anymore a cultural shock to the 
expatriates or Hong Kong Chinese who are doing sales in China. After all, most, it not 
all, of the sales people of Amoco China are Hong Kong Chinese with 3 - 1 0 years 
experience in multi-national corporations operating in China. 
One of the issues that is bothering Amoco is the seemingly endless negotiations that 
can go on and on for years, and the fact that there really is no hard and fast law being 
enforced in China. Signing of contracts does not really mean a lot but only signifying 
that they have reached a certain point in the negotiation. The enforcement of law or 
contracts is only a matter of interpretation. The first venture development they had in 
China had gone through a negotiation process of well over 5 years. Amoco 
intentionally made this venture a small one so that they could learn from it before going 
into bigger commitment. 
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Joint-Venture issues 
The first venture that Amoco developed is one in Yizheng, closed to Nanjing, and they 
intend to develop a few more in the near future. In most other countries, Amoco 
would prefer to have wholly owned operations so that they could control all the risks 
and problems. However, when the existing venture was developed in May 1992, they 
found a partner because it seemed to be the right thing to do. The partner had visited 
Amoco's factory in the US a number of times and they found that the technology could 
be useful for China. As a result, they went into a five-year negotiation for a joint 
venture in which each partner had about US$ 10 million stake. For the Chinese 
partner, they could import the technology that could be useful for China and they could 
even do some export. For Amoco, they found the local partner usefiil in sharing part 
of the economic and political risk. Being local, their partner could get things done that 
would otherwise be difficult or even impossible for Amoco. At the same time, the 
Chinese partner is able to deal with all the governmental "bureaucratic nightmare", and 
they could help in interpretation of the Chinese law. After all, the investment 
environment, such as tax incentive, offered by the joint-venture development is very 
attractive. There is also a lot of government interest in such type of joint venture. 
Inevitably, Amoco faced a number of problems in dealing with the venture. Apart 
from the endless negotiation and flexibility in interpretation of the signed contract, they 
often find it frustrating in seeing the Chinese partner making unilateral decisions which 
might be contradictory to the corporate policy. Their safety standard is also different 
from that of Amoco's. Moreover, in dealing with exportation, the Chinese partner has 
really no experience. Wrong samples may be sent or the right sample sent to the 
wrong place. It was probably a lack of understanding of the international marketing 
and sales. In planned economy, someone who makes the products would definitely 
find someone who buys them. It is only part of the plan. There really was no need for 
selling skills or simply dressing up the product so that it could sell easier. These are 
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problems that are hard to deal with, but given the education, the local partner is slowly 
getting up to the standard that Amoco looks for. 
Reaching The Customers 
Amoco did 99% of their sales directly. They had some distributors, but they are 
mostly dealing small quantity products that Amoco does not want to spend too much 
in keeping the inventory. When they have to sell through distributors, Amoco would 
give them the maximum autonomy. They could mark up the price to whatever level 
they see fit, as long as they could still survive. 
Since most of the sales are done directly with the end-users. A capable sales team is 
important. At the moment, almost all of the salesmen and sales managers for China are 
Hong Kong Chinese with 3 - 10 years China sales and marketing experience in multi-
national corporations. The only expatriates in the operation are the Marketing VP and 
the Chief Executive of the Hong Kong office. Amoco believes that the best sales team 
is made up of experienced people with an understanding of both the Chinese and the 
Western Culture. This is why they are still relying on Hong Kong people. Although it 
is one of their long term strategies that the operation for China would slowly move 
inland, their commitment to this end is still quite minimal at the moment. Amoco has 
an office in Beijing with a number of local employees, but they are only assistants. The 
company is gradually looking into training and recruiting more sales and marketing 
personnel from the Mainland. 
In the issue of promotion, Amoco has a very clear plan of what they should be doing. 
They have corporate advertising in international magazines which is primarily intended 
to keep the corporate image that Amoco is the right partner to go with in chemical or 
petroleum business. There is no particular target group that they focused in because 
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most people in the chemical field know them. However, they also do a lot of 
advertising in technical journals that has very specific target readers and they advertise 
very specific products. Amoco participates in a number of exhibitions in China, but 
they admitted that there are really too many exhibition of this type being held. Instead 
of spending too much in trade fair or exhibitions of this nature, Amoco prefers to hold 
technical symposiums to very specific customers. They have a technical team in Hong 
Kong to take care of such conferences. Apart from promoting the products that 
Amoco sells, these symposiums are very useful in educating their customer to go to 
higher end products. 
Management 
The office in Hong Kong serves as the Headquarters for the Asia Pacific Region 
looking after 14 countries, China being part of it. They believe that Hong Kong is the 
best place for logistics of the whole region, and its proximity to China helps a lot. 
Although they do not have a lot of confidence in 1997, they intend to keep this office if 
no serious commercial or legal problems arise. 
In the issue of supporting, Amoco puts out a great deal of technical information for 
their customers and potential customers, perhaps too many of them. Chinese 
customers find this information and brochures very interesting. By putting out these, 
Amoco is able to keep their image that they are committed to the country and to teach 
their customers on how to use the products that they sell. 
In conclusion, there is no real surprise that Amoco is ranked one of the best companies 
of the US. They have a very clear picture of how they should be doing business in 
various countries in general and China in particular. Their success in China is 
inevitable because they have shown their commitment to the development of the 
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country and they have a very well-set plan as to how the market should be taken. 
We have illustrated two case studies, one is an example of success and the other is an 
example of failure. These examples are not meant to be model for success or failure. 
They simply are chosen so that we could apply the model to explain their results using 
the model developed. In the next Chapter, we will conclude our findings in this project 
and make recommendation for further research. 
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CHAPTER VI 
CONCLUSIONS AND RECOMMENDATIONS 
The business development model that was presented earlier in the project is actually a 
summary of the knowledge of many experienced business people in large corporations. 
Not only could this model be used as a reference while deciding on how and where to 
start a new venture in China, it contains a number of recommendations to the solutions 
that could be considered while facing the various important issues. 
When making a marketing plan or a decision to start a new business in China, an 
overseas enterprise can go through the process of the model. Firstly consider the 
various Basic Strategic Questions to find out if the enterprise is ready to hit the market 
with the right products and strategies or not. The company should then look into the 
various issues under the headings Market Potential, Culture, Joint Venture, Reaching 
the Customers and Management. These issues are really nothing new to any 
businessmen who had experience in other parts of the world. However, when they are 
put together under the scenario of China, they become very unique factors. To 
counter them, the company has to exercise creativity, understanding and, perhaps most 
important of all, flexibility. China may seem like just another country in the world with 
a lot of potential, but to get around this huge country with so much variation, yet so 
much consistency, doing business in China may just be quite different. 
In our model, we have presented a number of issues that are critical to the success of a 
marketing plan in China. Most, if not all, of these issues would happen to any 
70 
company doing any type of business in China. The idea of presenting an extensive list 
of them is to make sure that the readers of the paper would not be shocked when one 
of these happens to them at the wrong time. Our effort in writing down the 
recommended solutions would hopefully help the readers when setting up their 
marketing plan, so that they would know how, where, when and why, and what to 
expect. The list of critical issues is endless. Different types of products or services 
may face different issues in their business dealings, but we believe that those presented 
in our model can be looked at as the most general of all. 
The integrity of the model has been illustrated in Chapter Six when we presented two 
contrasting cases of obvious failure and success. The success of Amoco is not really a 
surprise to us or Amoco. They have very clear understanding of what they are trying to 
do and the way they approached the China market is in many ways similar to what we 
have presented in the model. The critical issues presented in our model had been 
considered by Amoco as important to their success. They might not have the 
knowledge on how to deal with all the situations when they started, and they have 
actually been facing difficulties or frustrations. However, over the years of operating 
in China with a very open-minded and understanding approach, Amoco has been able 
to maintain a successful position in their market. They may not be following exactly 
the model as we have described, but they have certainly been considering all the issues 
presented. 
On the contrary, SACM was a case where some of the factors were just not right for 
them. In fact, SACM did not have a good idea of what the China market would be like 
when they decided that they should allocate resources to the country. They have failed 
to look into and understand some of the critical issues that are vital to their success. 
Had they followed our model and had a clear vision of what they can expect from 
China, SACM could have done a little more business than what they are now. Or at 
least they might have considered not doing any business in China at all. 
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Though these two examples are not meant to be representative of all success or failure 
stories, they are very good illustrations of how one can fail while someone else is 
enjoying the greatest growth in the decade. We believe that any company could make 
use of this model in their marketing, sales and business development to help them 
understand China better and ultimately make better plans. 
Recommendation for Future Research 
In the course of this study, we discovered that there are two major short-comings that 
might need to be improved on. The first one is that the model developed in this project 
might be based on rather narrow viewpoints. The second one, ironically, is that this 
model might just be too general. 
When going over this project, every effort had been tried to make the model more 
general so that it can be applied to any type of business, industrial products, consumer 
products or services. As a result, we have talked to large varieties of company 
executives in order to draw up a set of issues, and our intention was to create a model 
that is as universal as the 4P's of marketing. However, as the project proceeded, we 
discovered that the writers of the project were more overwhelmed by their own 
experience and naturally spent more time on what they know better. In fact, both 
writers of the project had over 10 years working experience in China, but mainly in the 
area of industrial or technical products. In the discussions of the project, searching for 
issues and setting up the model, we would tend to throw in more details where we 
have more insights in. As a result, the weight of other products or services might have 
been unbalanced. A company with engineering interest might find this project more 
complete and interesting than a company with fast moving consumer products. 
On the other hand, being too general might just be another point to note in future 
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research. To try and combine all types of business into one model might be simply too 
• • • —I academic. Every business, every country, every company is different. It is unrealistic ： 1 
to be practical to find one model so universal to be applicable to everyone. Models 
like these are only something of the text books. In the real world, every manager 
would choose what is right for him and benefit from it, and they might find that they 
have to make certain adjustment to be able to apply the model. � 
As a result, our recommendation for future research would be to break down the 
model and categorize each issue into different types of businesses, such as industrial 
products, consumer products, banking and financial services, hotels and other services 
business ... etc.. This way, the model would find its way into the real business world. 
Moreover, it would be much better if at least one of the project participants is having 
extensive experience in other types of business so that the project could present a 
general overview of business in China. 
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APPENDIX 1 
RESUMES OF THE PROJECT WRITERS 
Tsang Chun Kong. Simon 
B. Sc. (Eng.) - University of Hong Kong 1983 
M. Sc. (Eng.) - University of Hong Kong 1990 
M B . A. - Chinese University of Hong Kong 1994 
1983 - 1984: Advanced Computer & Technology Ltd. 
System Engineer 
ACT is a valued added reseller of Digital Equipment Corporation targeting in the 
China market with strength in providing solutions in oil and gas and geographical 
information. Simon was responsible to the System Manager for hardware and software 
installation and training of end-users in China. 
1984 - 1986: Schmidt & Co., (Hong Kong) Ltd. 
Sales Engineer 
Schmidt is one of the largest trading companies for high technology equipment in 
Hong Kong and China. Products they represent include Tektronix and Hewlett 
Packard. Simon was responsible to the Sales and Marketing Manager for sales 
promotion of Tektronix test and measurement products in China and Hong Kong. 
1986 - Present: Tektronix Hong Kong Limited 
Sales Engineer -- Senior Sales Engineer -- Assistant Sales Manager 
--Sales Manager (Hong Kong) -- Sales Manager (Color Printer, 
China/Hong Kong/ASEAN) 
Tektronix is a U.S. company and is a recognized world leader in test & measurement, 
television systems and graphics equipment. The Hong Kong office is responsible for 
sales and marketing of M range of Tektronix products in China, Hong Kong and 
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ASEAN, which includes Singapore, Malaysia, Thailand, Indonesia, Philippines and 
Brunei. Simon is currently responsible for the color printer sales target for China, 
Hong Kong and ASEAN. 
Wong Hak Keune, Albert 
B. Sc. (Eng.) - University of Hong Kong 1983 
M B . A. - Chinese University of Hong Kong 1994 
1983 - 1989 Schlumberger Technical Services 
Field Service Engineer -- Senior Field Engineer -_ Engineer-in-charge 
Schlumberger is a French international company that provides technical services in oil 
exploration. Albert was involved in the front-line as field service engineer in China, 
Brunei and Indonesia. 
1989 - 1992 : Caterpillar China Limited 
Regional Product Support Manager 
Caterpillar is a U.S. company that manufactures earth-moving and construction 
machineries. Albert was responsible for the after sales of these equipment sold into 
China. 
1992 - present: Wartsila Diesel (China) Ltd. 
General Manager (Special Applications) 
Wartsila is a Finnish that manufactures large-sized diesel engines for power generation 
and ocean going marine applications. Albert was responsible for developing the China 
market for a special range of new products, with P&L responsibility. 
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APPENDIX 2 
USEFUL ORGANIZATIONS AND CONTACTS 




American Chamber of Commerce in Hong Kong 
1030 Swire Road 
Hong Kong 
American Consulate General 
26 Garden Road 
Hong Kong 
American Embassy Commercial Section 
Xiu Shui Bei Jie 3 
10060 Beijing 
Business International Asia/Pacific, Ltd. 
10/F, Luk Kwok Centre 




DR. CHARLES F. STEILEN'S MARKETING SYSTEM 
The marketing system is a strategic tool to help marketing executives to develop a 
marketing strategy that will create a differential advantage，in other words, defining the 
elements of unique strength that will be attractive to the potential customer. 
Market Intelligence 
Much of the mystery and confusion that surround marketing stems from the lack of 
factual information to influence management philosophy, policy, and practice. 
Therefore, performance is handicapped by the inadequacy of marketplace data. 
To overcome this situation, it is necessary to develop a commercial intelligence system. 
A well managed system will provide information about customers, competitive 
situations, and market trends and conditions, and on the company itself. 
This information can include: 
1. Competition product offerings, policies, strategies, distribution system, sales 
approaches, etc. 
2. Market environment such as economic and social conditions and trends, political 
conditions, physical environment, etc. 
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3. The market: characteristics and trends, distribution considerations, profitability, 
etc. 
4. Customers: attitudes toward your company's policies, your products, service , 
pricing, credit, delivery, competitors' activities and buying behavior, etc. 
The model is illustrated for easy reference in the form of a block diagram shown next. 
Marketing Planning 
With the systems approach in mind，the processes that comprised the Marketing 
System was explained below. 
1. A company must first conduct some type of marketing opportunity analysis. This 
will identify such things as: 
- t o t a l market/sales potential for your product 
- t r e n d s and shifts in the market place, future projections 
_ identification of relevant market factors and forces affecting growth, e.g. 
demographic shifts 
_ market structure, types of distribution structure available. 
2 Also, information must be acquired from current and potential customers regarding 
their attitudes toward the product, their images of your and competitive products, 
and their expectations, life styles, and needs. 
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Measure the Effectiveness of the Program If objectives are not 
— met, adjust 
If objectives are met, end 
Budget considerations are to be evaluated after the strategy has been designed 
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3. The company must appraise its marketing capabilities ~ determine its strengths and 
weaknesses. 
4. The company must define its mission and goals and from there its marketing 
objectives. 
5. The company must develop a marketing strategy that will create a differential 
advantage, in other words, defining the elements of unique strength that will be 
attractive to the potential customer. 
6. The specific methods of implementing the marketing strategy will be developed 
from this vision of special competence. 
7. Put the strategy into action. All the components now have to work together. 
Coordination becomes imperative. 
8. Monitor and control the strategy in order to guide and adjust the program and to 
evaluate its effectiveness. This evaluation is to be incorporated into the next round 
of planning. 
9 Calculating marketing costs ... What will the "ideal" marketing program cost 
against anticipated revenue? 
This process does not exist in a vacuum. It relies on the external environment, the 
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